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MONEY AND PRICES. I 
A STATISTICAL STUDY OF PRICE MOVEMENTS 
I. INTRODUCTION AND DISCUSSION OF METHOD 


The recent literature on monetary theory is, to a great extent, 
concerned with a controversy as keen as any ever waged—the 
controversy over the Quantity Theory of Money. The discussion 
is carried on in rather better spirit than was shown in some of the 
earlier controversies, but the differences are just as marked and the 
defenders of each side just as earnest. Some slight concessions 
have been made by each side. There have been some shiftings 
from untenable positions and much careful qualification in state- 
ment, but, in general, the result today seems to be a clear deadlock, 
each side refusing to give up its main contentions. 

Such a situation suggests that the line for future advance lies 
in a careful scrutiny of the facts of the case rather than in further 
theoretical analysis. The problem considered in this study is the 
relationship which exists between changes in the amount of money 
(in banks or in circulation), or changes in the amount of bank 
deposits on the one hand, and changes in general prices and changes 
in the prices of particular groups of commodities on the other hand. 
The study is primarily statistical—a study of what has actually 
happened. However, the bearing of the results upon certain 
theoretical points of monetary discussion is briefly indicated. 
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Prices are often grouped for the study of price changes into 
classes,’ such as: wholesale prices, retail prices, prices of stocks, 
of bonds, of real estate, prices fixed by law, prices fixed by custom, 
wages, prices of commodities made of the money metal, prices for 
substitutes for such commodities, speculative prices, and rents. 
For many of these no index numbers are available; e.g., retail 
prices (except for food), real estate prices, prices fixed by law and 
custom, prices of commodities made of the money metal, of substi- 
tutes for them, and rents. In some cases, where material could be 
found, new index numbers were constructed for this study. On the 
other side of the comparison—the money side—we have estimates 
of the total and per capita circulation of money in the United States 
and statistics of the amount of specie and legal tenders and of 
deposits in the clearing-house banks of New York and Chicago. 
When the term money is used in this study in a general sense, it 
may mean any or all of these. 

It is clearly recognized that the list of price movements and of 
money movements given is not ideal, but availability and not 
theoretical perfection must be the determining factor. The dis- 
cussion is limited to the United States. 

The results obtained are stated merely as facts concerning the 
particular markets studied by certain methods for definite periods. 
No attempt is made to generalize the particular statements into 
laws holding for all times and all places. Such an attempt would 
require an estimate of the error which is involved in the process 
and also an estimate of the error involved in generalizing from a 
certain limited period. This last estimate especially would be 
very difficult, if not impossible, to get.? 

In economics we cannot experiment, and so we must rely on 
observation and comparison. We have price changes recorded in 
series of index numbers. The question then is whether any rela- 
tionship exists between the price movements indicated by these 
series of index numbers and variations in the amount of money in 


*Cf. Johnson, Money and Currency, p. 127; Fisher, The Purchasing Power of 
Money, pp. 186-87. 

2 Cf. Edgeworth, ““On the Use of the Theory of Probabilities in Statistics Relat- 
ing to Society,”” Journal of the Royal Statistical Society, LXXVI (January, 1913), 
186-87. 
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circulation or in banks during the same period. Taking causation 
in Karl Pearson’s sense of ‘‘an antecedent stage in a routine of 
perceptions,’* we evidently must find out whether changes in one 
series are followed by corresponding changes in the other series and 
get some method for summarizing, in simple form, the result of our 
observation. 

Pearson’s Coefficient of Correlation has been used at times for 
this purpose.? But the applicability of the method of correlation 
to cases involving index numbers has been questioned The 
objections to the use of the Coefficient of Correlation with index 
numbers are (1) that it entirely disregards the element of time, 
and (2) that it shows perfect correlation when the absolute changes 
are the same as well as when the relative changes are the same. 
When we are dealing with index numbers we are, of course, con- 
cerned with relative, not absolute, changes. 

The present writer has proposed’ a means of expressing the 
relationship between two series, called the Degree of Correspond- 
ence. There are two cases: (1) where account is taken of the direc- 
tion of the change only, and (2) where the amount of the change 
as well as its direction is considered. To compute the Degree of 
Correspondence in the first form, we start with the definition of 
correspondence between successive terms of the two series. If an 
increase or decrease of one series occurs with a movement in the 
same direction of the other series, or if both remain constant, we 
say there is positive correspondence and express it by +1. If one 
series shows no change between two terms while the other changes, 
there is no correspondence, which is denoted by o. If one series 
increases and the other decreases, or vice versa, there is negative 
correspondence, indicated by —1. The numerical value for the 
first form of the Degree of Correspondence is found by taking the 
arithmetic mean of the numbers which indicate the correspondence 


* Grammar of Science, p. 150. 

Cf. Yule, ‘The Application of the Method of Correlation to Social and Economic 
Statistics,” Journal of the Royal Statistical Society, LXXII (December, 1909), 721. 
Yule gives a list of the more important cases of its use and some discussion of the results 
obtained. 

3 Magee, ‘“‘ The Degree of Correspondence between Two Series of Index Numbers,”’ 
Quarterly Publications of the American Statistical Association, XIII (June, 1912), 174. 
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between the successive terms of the two series. It is obvious that 
this result may vary in value from +1 to —1. 

Nothing particularly new is introduced in this method. The 
only novelty is to be found in the method of expressing the result. 
For example, Irving Fisher,’ to disprove the theory that the rate 
of interest depends upon the amount of money in circulation, shows 
that the per capita circulation of money and the rate of interest, 
in the period 1871-1905, vary together in 18} cases and in opposite 
directions in 15} cases. If interest did depend on the amount of 
money, we should expect to find that almost all of the cases showed 
variations in opposite directions. Fisher counts the cases where one 
factor is constant and the other varies, as neutral, and adds 3} to 
the number of direct variations and } to the number of inverse 
variations. King? has an empirical method for getting an expres- 
sion for what he calls the Coefficient of Correlation (not, of course, 
the Pearsonian) by a formula which considers the relation of the 
number of pairs of items in the two series to the number of “‘con- 
current deviations” that is, deviations in the same direction. 

The basis for the use of this method of observing whether the 
changes of two series of quantities agree or not is the same, what- 
ever means are used to express the result, and may be given briefly 
as follows: If we consider the direction of the changes shown by 
two series of numbers entirely unrelated, and if the number of 
items in the two series is large enough to allow the Law of Averages 
to work, we should expect the number of agreements and disagree- 
ments to be about equal. If, in the long run, the agreements and 
disagreements are not equal, then we argue that there is some causal 
relation between the two series. Bowley’ has developed this idea 
in an analogous case. Illustrations of this principle are common. 
To take the classic example of dice throwing, if we are throwing a 
single die a large number of times, we expect to have each of the 
faces come up about the same number of times. If then, in the 
long run, one particular face comes up more frequently than the 
others, we conclude that the turning-up of the faces is not a matter 

* The Rate of Interest, pp. 320-22. 

2 Elements of Statistical Method, p. 208. 

3 Elements of Statistics (3d ed., London: 1907), p. 268. 
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of chance, but that there is a specific relation of cause and effect. 
Probably the die is loaded. Or suppose we are studying the effect 
of changes in temperature upon the sale of some commodity. If 
no causal relationship exists, we should expect to find associated 
with increases or decreases in temperature, in the long run, prac- 
tically equal numbers of cases of increases and decreases of sales. 
But if, in the long run, aa increase in temperature is found in most 
instances to be accompanied by an increase in sales, and a decrease 
in temperature by a decrease in sales, we should argue that some 
causal relationship existed between the two. 

The first form of the Degree of Correspondence, as was pointed 
out, has virtually been used by others, but in the second form some- 
thing new is added. For that form takes into account not only the 
direction of the change, as do the other methods similar to the 
Degree of Correspondence, but also the amount of the change. 
Unless the changes are in exactly the same proportion, we substitute 
for the 1 of the +1 or —1 of the first method, a fraction which is 
obtained as follows: the percentages of increase or decrease for 
the corresponding items are computed, and the smaller is divided 
by the larger. After this number has been computed for each pair 
of values, the arithmetic mean is taken and the result gives the 
Degree of Correspondence in the form which considers the amount 
as well as the direction of the changes. In most instances we shall 
use only the first form of the Degree of Correspondence. In a 
few cases where correspondence in more than direction might be 
expected, the second form will be employed. 

In a study of price changes and changes in the amounts of 
money, we are dealing with the results of a vast number of co- 
operating causes. It would be idle to expect that changes in prices 
could be the sole cause of changes in the amounts of money or that 
changes in the amounts of money could be the sole cause of changes 
in prices. So we use the broader term “‘causal influence” rather 
than the single word “‘cause.’”’ We are interested, then, in testing 
the amount of causal influence between the movement of prices and 
the movement of the volume of money, and in the question of the 
direction in which the causal influence runs. 

Some time often elapses between the cause and the effect. In 
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such a case we have an element of what is called “lag.” It is this 
element of lag which enables us to trace more causal influence from 
the facts displayed in one series to those displayed by the other than 
in the reverse direction. Suppose that we are dealing with two 
series expressed in weekly averages. We are interested in the 
movements of the series—whether the terms of the series are 
increasing or decreasing. We may designate as the movement 
for any given week, the change from the preceding week. Thus if 
the term of the series for the first week in January were higher than 
that for the last week of December, we should express it by saying 
that the first week in January showed an upward movement. With 
this convention as to terminology, we may now show the importance 
of lag in the study of causal influence. If a week elapses between 
the cause and the apparent effect, then obviously the correspond- 
ence in the movement of the one series (the cause) with the move- 
ment of the other is not with the movement for the same week, 
but with the movement for the following week. Thus under the 
conditions assumed, the movement in the effect series for the second 
week in January would correspond to the movement in the cause 
series for the first week in January. The movement in the effect 
series for the third week in January would correspond to the move- 
ment in the cause series for the second week in January, and so on. 
Thus if we know that one series lags after the other, we assign the 
causal influence to the second series. Of course, we shall not expect 
to find cases where complete correspondence is shown when lag 
is allowed for and no correspondence is shown when lag is not 
allowed for. But we do expect to find cases where more correspond- 
ence is shown when lag is allowed for than when it is not. One 
reason for the lack of complete correspondence is the different 
lengths of time which may elapse between the cause and the effect. 
If the two series move together, both series may be the results of 
one cause, or the interval that separates cause and effect may be 
less than the unit of time covered by our figures. For example, 
if a day elapses between the cause and the effect, weekly figures 
would probably not show any lag. 

In arguing for the existence of more causal influence because 
there is more correspondence when lag is allowed for in one direc- 
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tion than when it is allowed for. in the other, we must remember 
certain limitations of the method. If we have two series moving 
all in the same direction, e.g., {29 25: 3° 35" 42 45}, then the correspond- 
ence (for direction) is perfect, whether we compare with the items 
of one series the same, previous, or later items of the other series. 
So the method gives us results only when the series do not move 
in the same direction all of the time. And any long-continued 
movement in one direction lessens the possibility of telling in which 
direction the causal relation lies. 

Then again we must consider the matter of periodicity. The 
two series may display some regularity of movement. If we take 
the two series {75 75'3!:2%33}, we see that the terms alternately 
increase and decrease. The series then shows perfect positive 
correspondence (for direction) for the same items. If we shift one 
item forward or one item backward, then the comparison shows 
perfect negative correspondence. If we shift two items forward 
or two items backward, we get perfect positive correspondence 
again. We shall, in general, shift only a few items in each direction 
in order to avoid getting to the point where the periodicity of the 
series would explain the movement rather than any correspondence 
between the two series due to an element of lag. 

Two distinct kinds of information can be derived from the 
study of the correspondence of two series, if tests for lag are made in 
both directions: (1) we may get information as to the amounts 
and kind (whether positive or negative) of correspondence, and 
(2) by comparing the amounts of correspondence for the various 
amounts of lag, we may determine the direction in which the greater 
causal influence runs, remembering that the cause precedes the 
effect. An illustration may be given. Suppose we are testing two 
series, A and B, composed of weekly figures, and we find that the 
correspondence of the movement of A with the movement of B 

for the previous week is +. 20 
for the same week is +.16 
for the following week is +. 10. 


We then say that B exerts more causal influence on A than A 
exerts on B, for the correspondence is greatest between A and the 
previous week of B. That is, the change in B precedes the change 
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in A. If, however, the correspondence of the movement of A 
with the movement of B 

for the previous week is +.15 

for the same week is +.13 

for the following week is +. 30, 
then we argue that A exerts more causal influence on B than B 
exerts on A, for the greatest correspondence of movement comes 
in B a week following the movement in A. 

In most cases where lag has been studied it has been tested in 
only one direction, because it is assumed that the causal influence 
runs in a certain direction. In this paper we shall test for lag in 
both directions, making no assumptions as to the direction in which 
the causal influence runs. 

One form of study of statistical movements attempts to separate 
the movement into various parts for study. Thus Norton‘ analyzes 
movements in statistics as resolvable into certain ideal elements, 
namely, (1) the growth element, (2) periodic elements, and (3) 
dynamic elements: (a) the cycle, (b) the catastrophe, and (c) minor 
dynamical changes. We are not interested in following this 
analysis completely, but by taking long periods we get at least 
complete credit cycles, and by taking averages of various lengths 
of time we eliminate the matter of minor periodicity, e.g., the aver- 
age for the year eliminates any periodicity which occurs within the 
year. We are primarily interested in testing the relationship 
between price movements and the money movements just as they 
occur no matter from what cause they may arise. 

Having outlined the method to be used in our study, we may 
next indicate the material to be studied. The list of price move- 
ments studied is as follows: 

Bond prices on the New York Stock Exchange, 1890-1908, weekly, month- 
ly, and yearly, from a table of index numbers prepared for this paper. 

Mitchell’s Index Numbers of Stock Prices on the New York Stock 
Exchange, 1890-1909, monthly and yearly. 

The Commons and Stone Table of Stock Prices on the New York Stock 
Exchange, 1879-1901, yearly. 

Farm products’ prices in Chicago 1899-1908, monthly, from index numbers 
prepared for this paper from data given in the Bulletins of the Bureau of Labor. 


* Statistical Studies in the New York Money Market, p. 23. 
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Speculative prices on the Chicago Board of Trade, 1899-1908, weekly 
and monthly, from an index number prepared for this paper. 

The Bureau of Labor’s Index Numbers of Wholesale Prices, 1900-1911, 
monthly, and 1890-1911, yearly. 

The Aldrich Report’s Index Numbers of Wholesale Prices, 1867-1890, 
yearly. 


With these various price movements are compared the appro- 
priate ones of the following: the movement of specie and legal 
tenders and net deposits of the New York Clearing House banks, 
weekly, monthly, and yearly; the movement of specie and legal 
tenders and gross deposits in the Chicago Clearing House banks, 
weekly and monthly; the total amount of money in circulation 
in the United States, monthly and yearly; and the per capita 
circulation of money in the United States, yearly. In addition, 
the statistical proofs of the Quantity Theory of Money, as given 
by Kemmerer and Fisher, are tested by the method of the Degree 
of Correspondence. 

In each case a table is constructed showing for the comparisons 
at the various intervals the number of instances of positive, nega- 
tive, and zero correspondence, in three columns headed +, —, and 
o. Then in a fourth column is given the numerical value of the 
Degree of Correspondence. Those who prefer may, of course, use 
some other method for summarizing the results so given. 

We shall now indicate briefly the bearing of these statistical 
studies upon present monetary discussion. First, it may be well 
to indicate clearly what the study does not pretend to do. No 
attempt is made to offer any complete explanation of price changes. 
The problem is a narrower one than that problem. The study 
merely tests the relationship which exists between certain price 
changes and certain changes in amounts of money. Then the 
question arises of how this narrower problem is related to the dis- 
cussion over the validity of the Quantity Theory of Money, which 
is the principal point of difference in the discussions of monetary 
theory at the present time. 

Probably some, at least, of the difference of opinion between the 
upholders of the Quantity Theory of Money and their opponents 
is due to differences in value theory. Both sides agree that a 
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steady increase in the supply of gold will raise prices. They 
disagree in their explanations of how the rise in prices will come 
about, and still more they disagree as to the amount of the change. 
The upholders of the Quantity Theory insist that ‘other things 
being equal,”’ the changes in the two variables tend to be exactly pro- 
portional. Since both agree as to the long-run direction of the 
change, the argument is primarily on the question of the propor- 
tionality of the change. The ambiguity in the use of the word 
“‘tends,” which has been often noticed, is seen here. Tendency 
may mean what will happen if other things do not interfere—a 
hypothetical statement; or, tendency may mean what will probably 
happen under existing circumstances. Tendencies in this sense 
are discovered by observation of actual occurrences. Perhaps the 
opponents of the Quantity Theory of Money are talking about 
what actually happens and the adherents merely about a hypo- 
thetical state of affairs. Our problem then may be stated in 
alternative ways; we are attempting to find out how far the alleged 
proportionality does occur; or, we are attempting to find out to 
what extent ‘“‘other things” are not “equal” in actual experience. 

There are three classes of investigations. First, a study is 
made of the correspondence of certain particular price movements 
in given markets with the movement of money or deposits in banks 
or money in circulation. It is obvious that such investigations 
are not directly a test of the Quantity Theory of Money, for that 
theory is concerned with the general price level. But according 
to the Quantity Theory of Money the changes in the quantity of 
money affect the prices of various forms of wealth in different 
degrees. Prices do not move in unison: they vary in their adjust- 
ability. Irving Fisher" gives a list of the various forms of wealth 
in the order of their adjustability to price changes. Stocks in his 
opinion, are the most adjustable; wholesale prices are next, and 
bonds are the least adjustable. J. F. Johnson,? however, maintains 
that increases in the volume of money affect first the prices of stocks 
and bonds, then speculative prices, and then wholesale prices. 
If this be true, then the correspondence of the movement of these 

* The Purchasing Power of Money, pp. 186-87. 

2 Money and Currency, p. 127. 
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prices with the movement of the amount of money should be close. 
Our investigation will determine how close it actually is, in the 
period studied. 

In the comparison of price movements with the movement of 
bank deposits, some light is thrown on the much-disputed question 
of whether money gets into banks causing deposits to increase and 
so causing prices to rise, or whether prices rise first and then 
deposits increase in order to transact the increased business. No 
attempt has been made to allow for changes in the volume of trans- 
actions. In so far as there are differences in volume it may be 
assumed that, in general, for the short periods we are considering, 
increased volume of transactions goes with rising prices, and vice 
versa, and so the changes in volume merely accentuate the price 
changes. 

The second type of investigation concerns the relation of move- 
ments in the amount of money to the movements of wholesale 
prices. This study may be called an investigation of the crude 
Quantity Theory of Money—crude because it neglects the factors 
of rapidity of circulation of money, the amount of bank deposits 
and their rapidity of circulation, and the volume of trade. To 
those who hold the Quantity Theory of Money in more refined 
forms, any lack of correspondence shown will simply measure 
the extent to which the “other things’’ were not equal. We may 
say that the result of such an investigation is a summing-up of 
the actual relation between the quantity of money and prices 
for certain periods. It has a bearing on the practicability of 
Irving Fisher’s proposal to stabilize the dollar." 

The point which has been mentioned concerning bank deposits 
may be generalized and applied to money as well, in the cases of 
both particular and general prices. The question may be put in 
this form: Do changes in the supply of money cause changes in 
prices, or do changes in prices cause changes in the supply of money ? 
Irving Fisher’s answer is given as follows: 


In a similar way seasonal variations in the price level are reduced by the 
alternate expansion and contraction of an elastic bank currency. In this case 


* “4 Compensated Dollar,” Quarterly Journal of Economics, XXVII (February, 
1913), 213. 
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temporarily, and to an extent limited by the amount of legal tender currency, 
money or deposits or both may be said to adapt themselves to the amount of 


The price level is normally the one absolutely passive element in the equation 
of exchange. It is controlled solely by the other elements and the causes ante- 
cedent to them, but exerts no control over them.? 


Fisher thus holds that temporarily the amount of money and 
deposits may be influenced by prices, but that normally the amount 
of money and bank deposits determines the prices (other things 
being equal). 

The following gives Laughlin’s view: 

The quantity of media of exchange is a result, not a cause, of the evaluation 
between gold and goods, and therefore cannot have been the means of fixing 
prices.3 
This reasoning holds presumably both for short periods and for 
long periods. The opposition of these two views is not exact since 
Laughlin is considering only the money which acts as media of 
exchange and not that which acts as the standard of value. He 
does not deny that changes in the quantity of the standard money 
metal affect its value. 

As has been pointed out, we are able to reach some conclusion 
concerning this problem of the direction in which the causal influ- 
ence runs by computing the Degree of Correspondence for various 
amounts of lag. The case is simple if the comparison of a given 
price movement with the movement of money for a preceding or 
following week, month, or year shows the highest degree of corre- 
spondence. But where the greatest Degree of Correspondence is 
found in the comparison of the given price movement with the 
money movement for the same week, month, or year, the case is 
not so simple. In order to get, in such a case, the clue to the direc- 
tion in which the causal influence runs, we are forced to consider 
whether the greater correspondence is shown when the comparison 
is made with the previous or with the subsequent money move- 


ments. 


* The Purchasing Power of Money, p. 161. 
2 Ibid., p. 172. 
3 Principles of Money, p. 362. 
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The Degree of Correspondence has been computed only for the 
direction of the change in most of the cases. The resulting figures 
are larger than the figures would be for both direction and amount 
of the change, since this method uses +1 or —1 in the place of 
some fraction expressing the relative amounts of change. Some 
idea of the difference may be had from the cases where the Degree 
of Correspondence was computed for the direction of the change 
and then for the direction and the amount of the change, as was 
done in testing the statistical proofs of the Quantity Theory of 
Money presented by Kemmerer and Fisher. In the case of Kem- 
merer’s proof the Degree of Correspondence for direction of change 
is +.48 and for direction and amount of change is +.20. In the 
case of Fisher’s proof, the Degree of Correspondence for the direc- 
tion of the change is + .31, for the direction and the amount of the 
change, the figure is +. 23. 

The third type of investigation examines certain attempts at 
statistical proofs of the Quantity Theory of Money. These proofs 
make allowances for the factors omitted from what we have called 
the crude theory. They compute from statistical determinations 
of the various factors what the price level should be and then com- 


pare it with the price level as given by indexnumbers. The Degree 
of Correspondence between the computed and the actual is found to 
test the conclusiveness of the proof. 


II. MONEY AND BOND PRICES 


The movement of bond prices on the New York Stock Exchange 
for the period from 1890 to 1908 inclusive is the first price move- 
ment to be studied. Weekly, monthly, and yearly averages are 
used. To make possible this study a new index number of bond 
prices was constructed. The index number was computed from 
the actual prices of certain of the bonds given by Kemmerer in his 
Seasonal Variations in the Relative Demand for Money in the United 
States, one of the publications of the National Monetary Commis- 
sion." Kemmerer gives the prices of twenty-seven different bonds 


* Kemmerer, Seasonal Variations in the Relative Demand for Money in the United 
States, pp. 423-510. 





604 JOURNAL OF POLITICAL ECONOMY 


for various periods. From this list were taken nine bonds whose 
prices are given for the period 1890-1908: 

Central Railroad of New Jersey, general gold fives of 1987 

Chicago, Burlington and Quincy (Nebraska Extension) fours of 1927 

Chicago, Milwaukee and St. Paul, general gold fours of 1989 

Denver and Rio Grande, first consolidated gold fours of 1936 

Iowa Central, first gold fives of 1938 

Missouri Pacific, first consolidated gold sixes of 1920 

New York Central and Hudson River (West Shore) first fours guaranteed 

of 2361 
St. Louis and San Francisco, general gold fives of 1931 
Wabash, first gold fives of 1939 


and the one bond for which prices are given for the period 1891- 
1908, namely, 
Missouri, Kansas and Texas first gold fours of 1990. 


The quotations for the prices were taken by Kemmerer from 
the Commercial and Financial Chronicle and are the prices on Friday 
ofeach week. As Kemmerer is interested in the problem of seasonal 
variations, he takes for each year only 52 quotations, even in the 
years which contain 53 Fridays. So it was necessary in such cases 
to supply the missing figures from the Commercial and Financial 
Chronicle. In all cases the prices represent ‘“‘and interest” prices, 
that is, accumulated interest is deducted. The average weekly 
price for the years 1890 to 1899 was taken as 100 and the index 
numbers for each week computed from this as a base. Then the 
arithmetic mean of the ten sets of index numbers was computed 
for each week; (for the first year the nine sets of index numbers 
were averaged). The year is started in each case with the week 
ending January 4 to 10, since a week ending in January 1, 2, or 3 
really has a majority of its days in the preceding year. The result 
of the calculation is given in Table I. 

From this table of weekly index numbers of bond prices was 
prepared one of monthly index numbers of bond prices. The 
arithmetic average of the index numbers of the four or five weeks 
which lie wholly or in a majority of their days within the month 
was taken as the index number for the month. The result of the 
calculation is given in Table II. 
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The yearly index numbers of bond prices were obtained by 
taking the arithmetic mean of the 52 or 53 index numbers for the 
weeks which constitute the year. They are given in Table III. 

With the movement of bond prices as shown by the weekly index 
numbers we shall first compare the amounts of specie and legal 


TABLE I 


InpExX NuMBERS OF BoNnD PRICES ON THE NEw York Stock EXCHANGE, WEEKLY, 
1890-1908. THE YEAR BEGINS WITH THE WEEK ENDING— 


(Average 1890-1899 = 100) 
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TABLE I—Continued 
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tenders in the New York Clearing House banks for the same 
period. These figures were taken from the publications of the 
National Monetary Commission.’ In a few years in which there 
should have been given 53 weekly statements of the Clearing House, 
one weekly statement was omitted and had to be supplied from the 
files of the Commercial and Financial Chronicle. As is well known, 


* Statistics for the United States, 1867-1909, pp. 98-118. Compiled by A. Piatt 
Andrew (Washington, 1910). 
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these statements give for each week the average amount held for 
that week in the combined statement for all of the banks that 
belong to the Clearing House. It is recognized that the figures 


TABLE II 


INDEX NuMBERS OF BOND PRICES ON THE NEW YorK STOCK EXCHANGE, 
MONTHLY, 1890-1908 
(Average 1890-1899 = 100) 


1897 





g 
3 
g 
é 





SS3838 


Lod 
OOOH HH OOUHY 


88 
> HDAOLO Cow 
ssaaesdsisie 


exseessisess 
SSesees 


ae 
oo 
ar 


SLEleeeseess 


AWM @BVwo OuUnuU wo 
SELeeeesense 


mw ANC W BO WOW 
SBSseeesseee 
COVOS HK WROD & 
nate 
Ab>ANRawOONOAD 
HA DWROOHAM HD 


HOO OUM be WO O 
BONN WHOS i ¢ 


oo 
w 




















119.0 | 116.9 ; J 112.9 

119.5 | 116.9 | 114. J ; 112.2 

118.8 | 119.9 | 115.9 | 113. , * 110.0 

| 118.6 | 420.5 | 114.9 | 114. : 109.8 
rm18.1 | 119.9 | IIS 114.4 ‘ T10.0 | 
118.8 | 119.8 | 114. 114.7 : ’ 109.0 

| 17.9 | 1190.5 | 113.4 | 115.6 ‘ 108.7 
117.7 | 112.4 | 115.9 : i 107.9 

| 17.7 | 312.8 | 120.8 107.2 
117.8 | . 113.2 | 116.2 106.3 

| 118.4 | | 113.6 | 116.6 ; 2} 103.5 
118.1 | ; 114.0 | 117.1 | 104.5 | 111.8 

















TABLE II 
INDEX NUMBERS OF Bonp PRICES ON THE NEw YorkK Stock EXCHANGE, YEARLY, 
1890-1908 
(Average 1890-1899 = 100) 








are not strictly comparable throughout the period, for the number 
of banks varies from 66 to 48; the larger number applies to the 
earlier years. The decline in the number of banks is no doubt due, 
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generally, to consolidation, and so in most cases is merely nominal. 
But even granting that some of the changes in numbers represent 
real changes in the banking area covered by the statistics, yet the 
reports give us, of all available statistics, by far the most reliable 
figures for changes in the amount of money in any financial center 
of the United States. 

The results obtained by comparing the movement of bond prices 
with that of specie and legal tenders for various weeks are given 
in Table IV. 

TABLE IV 


CORRESPONDENCE OF THE MOVEMENT OF BOND PRICES ON THE NEW YorK Stock 
EXCHANGE, WEEKLY, 1890-1908, WITH THE MOVEMENT OF THE AMOUNT OF 
SPECIE AND LEGAL TENDERS IN THE NEw YorK CLEARING House BANKS 








CoRRESPONDENCE 





MOoveMENT oF Specie AND LEGAL TENDERS FOR 
- - ° 





Third week previous 466 389 134 + .078 
Second week previous 481 373 136 +. 109 
527 330 134 + .199 
495 362 134 + .134 
487 372 132 +.116 
452 405 134 + .047 














The highest degree of correspondence is revealed when we com- 
pare the movement of the bond prices with the movement of specie 
and legal tenders for the previous week. The result may be put in 
another way, namely, that during the period considered, in 60 out of 
100 cases, a movement in the amount of specie and legal tenders was 
followed the next week by a movement of bond prices in the same 
direction. 

So miuch has been written of bank deposits as currency, that it 
will be of interest to see whether any relation exists between their 
movement and the movement of bond prices. As in the previous 
case, the figures for the net deposits of the New York Clearing 
House banks are taken from the publications of the National 
Monetary Commission,’ with omissions supplied from the Commer- 
cial and Financial Chronicle. Comparing the two movements at 
varying intervals we obtain the results found in Table V. 


* Statistics for the United States, 1867-1909, pp. 98-118. 
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Here the greatest correspondence is for the same week; for the 
period covered, in about 61 cases out of 100 the two movements 
correspond. Slightly more correspondence is seen in the weeks 
following than for the weeks preceding, showing that there are more 
cases in which a change in the bond price movement was followed 
by a corresponding change in net deposits than there are cases in 
which a change in net deposits is followed by a corresponding 
change in bond prices. 

TABLE V 


CORRESPONDENCE OF THE MOVEMENT OF BonpD PRICES ON THE NEW YorkK STOCK 
EXCHANGE, WEEKLY, 1890-1908, WITH THE MOVEMENT OF NET 
DEPOSITS IN THE NEW York CLEARING House BANKS 








CORRESPONDENCE 





Movement or Net Deposits ror 
> 


=- ° 





Second week previous. 
Previous week........ 


! 
| 
| 
| 
} 


516 340 135 
. 533 323 135 
Following week 531 327 133 


460 | 401 129 
Second week following.................| 491 367 133 
! 











From the weekly figures for specie and legal tenders and for 
net deposits the monthly figures were derived by taking the average 
of the amounts for the four or five weeks which lie wholly or for 
most part within the month. The comparison of the movement 


TABLE VI 


CORRESPONDENCE OF THE MOVEMENT OF BOND PRICES ON THE NEW YorK STOCK 
EXCHANGE, MONTHLY, 1890-1908, WITH THE MOVEMENT OF SPECIE AND 
LEGAL TENDERS IN THE NEW York CLEARING House BANKS 











| 
CORRESPONDENCE 


MOVEMENT OF SPECIE AND LEGAL TENDERS FOR | 
+ ce | 





° | Degree 





Previous month 120 04 +.115 
Same month 131 84 + .207 
PIII os cio ox iw wax orem deen ate | 108 107 + .004 





of these figures for specie and legal tenders with the movement 
of the monthly index number of bond prices, gives Table VI. In 
this case there appears to be a fair amount of correspondence for 





70O0 JOURNAL OF POLITICAL ECONOMY 


the same month and considerably more for the previous month 
than for the following month. 

The monthly movement of net deposits shows the correspond- 
ence with the movement of bond prices at varying intervals noted 
in Table VII. We find for this comparison the same general results 
as in the comparison of the weekly movements of these same two 
sets of figures, but here the correspondence is higher. 


TABLE VII 


CORRESPONDENCE OF THE MOVEMENTS OF BOND PRICES ON THE NEW York Stock 
EXCHANGE, MONTHLY, 1890-1908, WITH THE MOVEMENT OF NET 
DEPOSITS IN THE NEw York CLEARING House BANKS 











CORRESPONDENCE 





MOvEMENT OF Net Deposits ror 


i ° | Degree 





12 | +.124 
12 + .357 


148 67 
88 12 | +.172 


127 





| 
| 


| 
121 | 03 
| 





The month is the shortest interval at which we have estimates 
made of the amount of money in circulation in the United States. 
The publications of the National Monetary Commission’ give 
estimates of the amount of money in circulation on the first day of 
each month. A figure for the circulation for the month was found 
by taking the average of the estimates for the first of the month and 
for the first of the following month, e.g., the amount of money in 
circulation in January was taken as the average of the amounts in 
circulation on January 1 and February 1. The New York bond 
market is in a sense a national market, so we may compare the 
movement of bond prices with the amount of money in circulation 
as calculated by the above method (see Table VIII). 

The highest degree of correspondence is that with the money 
in circulation for the previous month. For this period in 58 out of 
roo cases a change in the amount of money in circulation was fol- 
lowed by a similar movement in bond prices the next month. Less 
correspondence is shown here than was obtained when the com- 
parison was with specie and legal tenders or with net deposits in the 
New York Clearing House banks. 


* Statistics for the United States, 1867-1909, pp. 161-64. 
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Yearly averages are given in the publications of the National 
Monetary Commission‘ for the amounts of specie and legal tenders 
and net deposits in the New York Clearing House banks. These 


TABLE VIII 


CORRESPONDENCE OF THE MOVEMENT OF BOND PRICES ON THE NEW YorK STOCK 
EXCHANGE, MONTHLY, 1890-1908, WITH THE MOVEMENT OF THE AMOUNT 
OF MONEY IN CIRCULATION IN THE UNITED STATES 








CoRRESPONDENCE 





MOvEMENT OF TOTAL CIRCULATION FOR 


+ | - ° 





Previous month 87 16 
Same month 115 16 
Following month 98 113 16 





| 

| 
Second month previous 92 | 16 

| 





TABLE IX 
CORRESPONDENCE OF THE MOVEMENT OF BOND PRICES ON THE NEW York Stock 
EXCHANGE, YEARLY, 1890-1908, WITH THE MOVEMENT OF THE AMOUNT OF 
SPECIE AND LEGAL TENDERS IN THE NEw YorkK CLEARING House BANKS 








CoRRESPONDENCE 





Movement oF Speciz AND LEGAL TENDERS FOR 
° 





Foliowing year 
Second year following................. 





| 
| 
| 
Previous year 








TABLE X 
CORRESPONDENCE OF THE MOVEMENT OF BOND PRICES ON THE NEW York STOCK 
EXCHANGE, YEARLY, 1890-1908, WITH THE MOVEMENT OF NET 
DEPOSITS IN THE NEw YorK CLEARING House Banks 








CorRESPONDENCE 





MoveMENT oF Net Deposits ror 


° Degree 





Previous year I + .278 
I +.611 
Following year II I — .278 

















averages are compared with the yearly bond prices in Tables IX 

and X. The table shows a high degree of positive correspond- 

ence for the same year and an equally high degree of negative 
1 Statistics for the United States, 1867-1909, pp. 98-118. 
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correspondence for the following year. In other words, in the pro- 
portion of 75 out of 100 cases the two moved together, and in the 
proportion of 75 out of 100 cases a movement of bond prices in 
one direction was followed the next year by a movement of specie 
and legal tenders in the opposite direction. Of course, where the 
number of cases considered is so small there may be a large 
element of chance in the results. The ccrrespondence for the 
same year is high. In the proportion of 81 out of 100 cases, the 
movement is in the same direction. 

With the yearly movement of bond prices we compare both the 
movement of the total circulation of money and the movement of 
the per capita circulation of money. For the latter figures we take 
the estimates for July 1, as given in the publications of the National 
Monetary Commission.’ July 1 is the mid-point of the year, and 
so may be taken as the figure for the year. One change has been 
made in the figures as given by the National Monetary Commission. 
The figures given are the estimates of the Director of the Mint. 
As is known these are prepared by starting with the estimate of the 
previous year and adding an amount which represents new coins 
and bills and importations, and subtracting an amount which 
represents coins melted and exported and bills retired, and adding 
or subtracting the net movement out from or into the Treasury. 
As the result of a special investigation, the Director of the Mint 
subtracted $135,000,000 from the estimate for July 1, 1907, to 
cover mistakes which had been made previously. This subtraction 
makes no difference in our calculation of the movement of total 
circulation, for after subtracting this amount there is an increase 
over the previous year. However it does make a difference in the 
per capita circulation. In order to get figures strictly comparable, 
therefore, an amount for per capita circulation was calculated for 
1907 to be used in comparison with 1906 by adding $135,000,000 
to the total circulation on July 1, 1907, and dividing by the figure 
for the estimated population of the United States on that date 
which was used by the Director of the Mint For the comparison 
of 1907 with 1908 the revised figure was used. 

* Statistics for the United States, 1867-1909, p. 155. 

2 Statistical Abstract for the United States for 1911, p. 580 
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For the period covered by the index numbers of bond prices, 
the movement of total circulation and per capita circulation is 
exactly the same, so that one correspondence table will suffice for 
both (Table XI). 


TABLE XI 


CORRESPONDENCE OF THE MOVEMENT OF BOND PRICES ON THE NEW YoRK STOCK 
EXCHANGE, YEARLY, 1890-1908, WITH THE MOVEMENT OF TOTAL CIRCULA- 
TION AND ALSO Per Capita CIRCULATION OF MONEY IN THE UNITED STATES 








CoRRESPONDENCE 
MOVEMENT OF TOTAL AND Per CAPITA 
CIRCULATION FOR 





Degree 





Previous year +.278 
+. 500 
Following year I + .056 











It is scarcely necessary to point out the small number of cases 
considered and the consequent element of chance which enters 
into the calculation. With this reservation we may say that there 
is a high degree of correspondence shown for the same year. 

To sum up: The degree of correspondence has been computed 
between the movements of the index numbers of bond prices on the 
New York Stock Exchange from 1890 to 1908 and the movement 
of specie and legal tenders and of net deposits in the New York 
Clearing House banks and the movement of the total and per capita 
circulation of money in the United States. Three computations 
are made in the comparison with the movement of specie and legal 
tenders and with the movement of net deposits using weekly, 
monthly, and yearly averages. For the comparison with the total 
circulation of money both monthly and yearly averages are used. 
Only yearly averages are employed in the comparison with the 
per capita circulation of money. 

In all, nine computations of the Degree of Correspondence are 
made. Of these nine, the highest are those which arise from the 
comparison of the yearly movements of the index numbers of bond 
prices with the various movements of money in banks and in circu- 
lation and the movement of net deposits in banks. The maximum 
Degree of Correspondence shown is that of the movement of the 
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yearly index number of bond prices with the yearly changes in the 
amount of net deposits in the New York Clearing House banks. 
This maximum correspondence indicates that in the proportion 
of 81 out of 100 cases, the two movements agreed in the direction 
of their changes. Even this maximum observed correspondence 
is far from being complete. Still, sufficient correspondence is 
shown to favor J. F. Johnson’s view that bond prices adjust them- 
selves fairly readily to price changes, rather than Irving Fisher’s 
view that bond prices are in the class of prices which are the last 
to be affected in price changes. In six of the cases considered, the 
correspondence of the movement of the index numbers of bond 
prices is greatest when the comparison is made with the movement 
of specie and legal tenders, net deposits, total circulation of money, 
or per capita circulation of money for the same week, month, or 
year, as the case may be. In these cases, therefore, no element of 
lag is shown. 

In the comparison of the weekly and monthly bond price move- 
ment with the movement of net deposits, the correspondence with 
the movement of net deposits for the following week or month is 
higher than with the movement for the preceding week or month. 
The conclusion is that changes in the amount of net deposits have 
more frequently adjusted themselves to bond prices than bond prices 
have adjusted themselves to the amount of net deposits. When we 
test the relationship between bond price movement and the move- 
ment of specie and legal tenders, total and per capita circulation of 
money, and the yearly averages of net deposits, we find that the 
correspondence is greater when the comparison is between the bond 
price movement and the movement of the other terms of the com- 
parison for a preceding week, month, or year than when it is for a 
following week, month, or year. From this circumstance we con- 
clude that there is more causal influence from the specie and legal 
tenders, total and per capita circulation of money, and the yearly 
average of net deposits to the bond prices than there is in the reverse 
direction. 

We infer from the degree of correspondence shown that consider- 
able allowance must be made for “other things” not “being equal,” 
especially in the weekly and monthly comparisons. 
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III. MONEY AND STOCK PRICES 


Professor Mitchell has compiled an index number of stock 
prices on the New York Stock Exchange, monthly and yearly, 
from 1890 to 1909." The average price of the stocks from 1890 
to 1899 is taken asthe base. The prices of forty stocks are included, 
thirty-five are the common stocks of railroads and the other five 
are the stocks of express, steamship, and telegraph companies. An 
index number for the high and the low price for each month is 
given. For the purpose of testing the correspondence with the 
movement of the volume of money, the mean of these high and low 
quotations was taken as the index number for the month. We 
compare first the monthly stock price movement and the figures 
for the monthly averages of specie and legal tenders in the New York 
Clearing House banks derived as was explained above. 


TABLE XII 


CORRESPONDENCE OF THE MOVEMENT OF STOCK PRICES ON THE NEW York STOCK 
EXCHANGE (MITCHELL’s INDEX NUMBERS), MONTHLY, 1890-1909, WITH THE 
MOVEMENT OF THE AMOUNT OF SPECIE AND LEGAL TENDERS IN THE NEW YORK 
CLEARING House BANKS 








CoRrRESPONDENCE 





MoveMENT oF SPECIE AND LEGAL TENDERS FOR 


+ - ° Degree 





110 + .038 
Ill + .033 
99 + .130 
124 — .084 


' 


Previous month 119 
Same month | 119 
Following month 130 
Second month following | 104 





| 
Second month previous................ | 120 108 +.051 








In general it is seen that little correspondence is shown. The 
greatest correspondence is in the case which indicates that a move- 
ment in stock prices was, in about 57 times out of 100, followed the 
next month by a corresponding movement in the amount of specie 
and legal tenders in the banks. 

We next take the comparison of the monthly stock prices with 
the movement of net deposits in the New York Clearing House 
banks as shown by the figures derived as was explained above. 


t “The Prices of American Stocks, 1890-1909,” The Journal of Political Economy, 
XVIII (May, 1910), 345-80. 
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TABLE XIII 


CORRESPONDENCE OF THE MOVEMENT OF STOCK PRICES ON THE NEW York Stock 
EXCHANGE (MITCHELL’s INDEX NUMBERS), MONTHLY, 1890-1909, WITH THE 
MOVEMENT OF Net Deposits OF THE NEw York CLEARING House BANks 








| 
CORRESPONDENCE 





MoveMeENT or Net Deposits ror 





Previous month. . . Ne eo oer 127 102 
} 132 98 

Following month. .... a 9 

Second month following. . 127 | 101% 





The correspondence exhibited here is considerably higher than 
that shown in the preceding case and here again the greatest cor- 
respondence is shown with the month following. In 59 out of 
100 cases the movement in stock prices is followed by a correspond- 
ing movement in net deposits. 

As in the case of bond prices, we may compare the movement 
of stock prices with the movement of the total money in circulation 
in the United States, since the whole country buys in the New 
York market. 


TABLE XIV 


CORRESPONDENCE OF THE MOVEMENT OF STOCK PRICES ON THE NEW YorK STOCK 
EXCHANGE (MITCHELL’s INDEX NUMBERS), MONTHLY, 1890-1909, WITH THE 
MOVEMENT OF THE TOTAL CIRCULATION OF MONEY IN THE UNITED STATES 








CORRESPONDENCE 





MOvEMENT OF TOTAL CIRCULATION FOR 
+ 


| 
| 
| 
| 
| 





Previous month “a 
Same month 
Following month 

Second month following. . . 





Very little correspondence is shown. As was true of the two 
preceding cases, the greatest amount of correspondence comes in the 
comparison with the following month. 

We compare next the yearly movement of stock prices with the 
movement of the yearly averages of the amounts of specie and 
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legal tenders and of net deposits in the New York Clearing House 


banks. 
TABLE XV 


CORRESPONDENCE OF THE MOVEMENT OF STOCK Prices ON THE NEw York STOCK 
EXCHANGE (MITCHELL’s INDEX NUMBERS), YEARLY, 1890-1909, WITH THE 
MOVEMENT OF THE AMOUNT OF SPECIE AND LEGAL TENDERS IN THE NEW YorK 
CLEARING House BANKS 





CORRESPONDENCE 





MOveMENT OF Specie AND LEGAL TENDERS FOR 


~ | ° | Degree 





Second year previous ; ° 
Previous year... . PAP: I + .474 
‘a I +.158 
Following year Aa ea eaena 8 | — 111 
1 | 





The correspondence with the previous year is highest. In the 
proportion of 74 out of 100 cases, a movement in specie and legal 
tenders in one year was followed by a corresponding movement in 
stock prices the next year. 


TABLE XVI 


CORRESPONDENCE OF THE MOVEMENT OF STOCK PRICES ON THE NEW YorK STOCK 
EXCHANGE (MITCHELL’s INDEX NuMBERS), YEARLY, 1890-1909, WITH THE 
MOvEMENT OF Net Deposits IN THE NEw YorK CLEARING House Banks 








CorRESPONDENCE 


| - | © | Desee 


Movement oF Net Deposits ror 





Second year previous.......... | —.4111 
Previous year... .. Sena | 16 | 4 + .684 

iinet | -+.158 
Following year. . ee | — .333 





The correspondence of the movement of stock prices with the 
movement of net deposits for the previous year is high. In the 
proportion of 84 cases out of 100 a movement of net deposits was 
followed by a corresponding movement in stock prices the next 
year. However, there are scarcely enough cases to make it safe 
to generalize. 

Mitchell’s yearly index numbers of stock prices give the follow- 
ing tables when compared with the total circulation and also the 
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per capita circulation of the United States obtained as indicated 
above. 
TABLE XVII 


CORRESPONDENCE OF THE MOVEMENT OF STOCK PRICES ON THE NEW York Stock 
EXCHANGE (MITCHELL’s INDEX NUMBERS), YEARLY, 1890-1909, WITH THE 
ToraL CIRCULATION OF MONEY IN THE UNITED STATES 








CORRESPONDENCE 


MOVEMENT OF TOTAL CIRCULATION FOR meaner 


° Degree 





—.158 
+ . 263 
} + .263 
+ .053 


| 
| 


Previous year 12 
Same year ‘ 12 
Following year 10 





l 
Second year previous ; 8 | 
| 
| 
! 





A fair degree of correspondence is indicated for the previous 
year and for the same year. The correspondence is the same for 
both cases. 

TABLE XVIII 


CORRESPONDENCE OF THE MOVEMENT OF STOCK PRICES ON THE NEw York Stock 
EXCHANGE (MITCHELL’s INDEX NUMBERS), YEARLY, 1890-1909, AND THE MOvE- 
MENT OF PER CAPITA CIRCULATION OF MONEY IN THE UNITED STATES 











CoRRESPONDENCE 





MOvEMENT OF Per Capita CIRCULATION FOR 





Second year previous... . 
Previous year 

Same year 

Following year 











The greatest correspondence is the same here as in Table XVII, 
the previous year and the same year having a fair degree of corre- 
spondence. 

Commons and Stone prepared for the Industrial Commission, 
a yearly index number of the prices of 28 railroad stocks for the 
years ending June 30, 1879-1901." Since the fiscal year is used 
instead of the calendar year, we must compare the movement 
with the total and per capita circulation of money for January 1 


* Report of the United States Industrial Commission, XIX, 29. 
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instead of July 1, asin the former cases. The figures for January 1, 
1879, were obtained from the Monthly Summary of Commerce and 
Finance.* The total circulation for the other years was taken from 
the publications of the National Monetary Commission.* The 
figures for the per capita circulation were obtained by taking the 
arithmetic means of the amounts for the June 30 preceding and the 
June 30 following. The comparisons of these figures with the 
stock price movement is given in Table XIX. 


TABLE XIX 


CORRESPONDENCE OF THE MOVEMENT OF STOCK PRICES ON THE NEW YorK STOCK 
EXCHANGE (COMMONS AND STONE’S INDEX NUMBERS), YEARLY, 1879-1901, WITH 
THE MOVEMENT OF THE TOTAL MONEY IN CIRCULATION IN THE UNITED STATES 








CORRESPONDENCE 





MOVEMENT OF TOTAL CIRCULATION FOR ; 
~ ° | Degree 





pe rere I | | —.158 
Second year previous. . . | -+.500 
Previous year............ aera aatatrcracts +.143 
Same year ‘4 | j + .182 
Following year , i +.545 
Second year following................. | +.333 








The figures do not exhibit the regularity of results observable 
in the other tables. Perhaps this fact is due to the small number of 
years available and to some sort of periodicity. A high degree of 
correspondence is shown for the following year and also about the 
same amount for the second year previous. Our next compari- 
son is with the per capita circulation of money in the United States 
(Table XX). Once again the results are not regular. The high- 
est degree of correspondence is shown this time by the second year 
following. 

To sum up: With the movement of Mitchell’s monthly index 
numbers of stock prices has been compared the movement of specie 
and legal tenders and of net deposits in the New York Clearing 
House banks and of the total of circulation of money in the United 
States. Further, comparison has also been made between the 


* Monthly Summary of Commerce and Finance for June, 1912, p. 2018. 
2 Statistics for the United States, 1867-1909, pp. 159-63. 
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yearly movement of the index numbers of the stock prices and the 
per capita circulation of money in the United States. The move- 
ment of Commons and Stone’s index numbers has been compared 
with the yearly movement of total and of per capita circulation 
of money in the United States. 


TABLE XX 


CORRESPONDENCE OF THE MOVEMENT OF STOCK PRICES ON THE NEW York Stock 
EXCHANGE (ComMONS AND STONE’s INDEX NuMBERS), YEARLY, 1879-1901, WITH 
THE MOVEMENT OF PER CAPITA CIRCULATION OF MONEY IN THE UNITED STATES 








CoRRESPONDENCE 





Movement or Per Capita CIRCULATION FOR 
- ° 





Second year previous 
Previous year 


Following year... . 
Second year following 
Third year following 














As in the case of bond prices, the correspondence between the 
stock price movement and the various other movements with which 


it is compared is greater for the movement of the yearly averages 
than for the movements of the averages for the shorter periods. 
The movement of stock prices corresponds more closely with the 
movement of net deposits than with the movement of specie and 
legal tenders. The maximum correspondence is found in the com- 
parison of the yearly movement of stock prices and the yearly 
movement of net deposits. The two movements correspond in 
direction in the proportion of 84 cases out of 100. This correspond- 
ence is slightly higher than the maximum in the case of the compari- 
sons made with the bond price movement, but still is not complete 
correspondence. The correspondence obtained in the comparisons 
involving the monthly movement of stock prices is not so high as 
that obtained in the similar comparisons of the monthly movement 
of bond prices. We may contrast the relative amounts of corre- 
spondence obtained when the movement of Mitchell’s index number 
of stock prices is compared with the movement of specie and legal 
tenders, of net deposits, and of total and per capita circulation of 





MONEY AND PRICES 711 


money for preceding months or years and for following months or 
years. The contrast bears out Irving Fisher’s analysis, at least 
so far as the direction of the change is concerned; since he holds 
that for short periods, the amounts of money and deposits to some 
extent adapt themselves to the needs of trade, but that normally 
the price level is passive and is controlled by the other terms of 
the equation of exchange. The confirmatory evidence is that the 
monthly observations show more causal influence from the stock 
prices to the specie and legal tenders, net deposits, and total cir- 
culation than in the reverse direction, while for the yearly averages, 
more causal influence is shown from the specie and legal tenders, 
net deposits, and total and per capita circulation of money to the 
stock prices than in the reverse direction. However, when we 
use the Commons and Stone index numbers, which are also yearly 
averages, the comparison shows more causal influence from the 
stock prices to the total and per capita circulation than in the reverse 
direction. Just why there should be this difference between the 
two index numbers is not evident. Perhaps it is due to the fact 
that the time covered by the index numbers is not the same. The 
Mitchell index numbers cover the period from 1890 to 1909, while 
the Commons and Stone figures are for the period from 1879 to 
gol. 
James Dysart MAGEE 
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AN ANALYSIS OF THE CRISIS CYCLE 


Business men measure prosperity by the demand for their 
products. Indeed, rising prosperity is nothing more nor less than 
an increased demand for goods. If we can determine the source 
of this extra demand we have put our finger on the source of pros- 
perity. Conversely, industrial depression is a general shrinkage of 
demand for commodities. If we can discover why demand con- 
tracts, the cause of industrial depression is revealed. It is my con- 
tention that this extra demand for goods is primarily for promotion 
purposes. In other words, it is a demand for capital goods to 
enlarge industries and to establish new ones. The activity of pro- 
motion in England is best measured by the applications for capital 
in the London market.' Less satisfactory promotion data are 
available for the United States—listings of stocks and bonds on 
the New York Stock Exchange.? For recent years, however, com- 
putations have been made of the new securities issued in the United 
States.3 

Promotion moves in cycles. For example, promotion, as evi- 
denced by the capital applications in the London market, increased 
from 1867 to a maximum in 1873, decreased from 1874 to 1876; 
increased from 1877 to 1881, decreased from 1882 to 1885; increased 
from 1886 to 1889, decreased from 1890 to 1893; increased from 
1894 to 1900, decreased from 1901 to 1903; increased from 1904 to 
1905, decreased in 1906. The cyclical movement is very apparent 
throughout this entire period. 

Because promotion takes the cyclical form there are corre- 
sponding movements in credit, prices, production, transportation, 
commerce, wages, employment, and so on. The combination of all 
these movements is recognized as a prosperity cycle. Unprogres- 
sive countries in which there is little promotion do not have these 


* Published at intervals by the Bankers’ Magazine, London. 
2 Commercial and Financial Chronicle. 
3 Babson’s Report. 
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cycles. But as soon as development begins—railways being con- 
structed, mines opened up, and factories built—periods of depres- 
sion in all lines of industry succeed periods of activity. The crisis 
of 1907 in Japan,? which ushered in a period of depression following 
the extremely active promotion since the Russo-Japanese War, is 
illustrative. The progress of the East has placed oriental countries 
within the ever-widening zone subject to industrial depression. 

Taking up the subject more in detail, we find that during the 
early part of a period of stagnation in business the professional 
promoter is inactive (relatively speaking, since some promotion 
goes on at all times), because dear experience has taught him that 
it is then of no use to organize a new concern and get it ready for 
operation; that the public, in its present frame of mind, will not 
buy the shares of the company. The result of an attempt at pro- 
motion would be that promoters or underwriters would be left with 
the enterprise on their hands. The business man, who is only 
incidentally a promoter, does not care at this time to enlarge his 
business or to start any new enterprise, because he is very doubtful 
as to what the future may have in store, and, therefore, the risk 
is greater than he wishes to assume. So the state of depression 
continues, factories wait for increased orders, merchants get along 
as best they can with small sales, and economy is the watchword 
of the consumer. 

But sooner or later the reaction from the period of gloom will 
come. It is not human nature to be pessimistic forever. A spirit 
of optimism will eventually begin to prevail although it may have 
no material foundation whatever. In reality, though, some cir- 

* Burton, Crises and Depressions, p. 306, says: “‘In the preceding chapters, it has 
been pointed out that crises and periods of depression occur in countries where pro- 
gressive forces are potent and there is rapid growth. Large accumulations of capital, 
which render increased enterprise possible, often furnish the basis for them; but their 
existence is incident to a spirit of enterprise and rapid growth rather than to great 
wealth. The important feature in their occurrence is the increasing proportion of 
expenditures in preparation for increased production, manifesting itself in the forma- 
tion and prosecution of new enterprises and the building on a large scale of railroads, 
ships, and factories, and the providing of other means to meet increased demands. 


At times these expenditures for increased production attain an unusual proportion as 
compared with the ordinary expenditures for annual consumption or support.” 


? This, of course, is not the first crisis of Japan but one of the most severe. 
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cumstances usually arise upon which this naturai optimism may 
be fed. It may be the promise of better crops than usual, a pros- 
pect of legislation favorable to industry, a sign of an increased 
demand for consumption goods. The optimism will at once register 
itself in a rise of prices on the stock exchanges. The promoter, 
who is ever alert to changes in public attitude as evidenced by 
stock exchange operations, will see that the time is ripe for him to 
begin his work. 

Promotion is necessarily largely carried on with borrowed funds, 
chiefly obtained either directly or indirectly from the banks. One 
of the first signs of returning good times will therefore be an increase 
in the loans of banks. The increase in loans will be accompanied 
- by a corresponding increase in deposits, since deposits originate 
chiefly from loans, and by an increase in note circulation. The 
expansion of credit is followed by a rise in the prices of such mate- 
rials as are used in promoting the new enterprises. For, whether 
promotion activity takes the direction of factory building, railway 
construction, or mining development, it will call for building 
materials, machinery, and supplies of various kinds. 

The rise in price of promotion materials will increase the margin 
of profit of those who produce these goods. Greater profits will 
encourage expansion of those businesses enjoying the larger profit, 
thus giving additional stimulus to promotion. They will also 
encourage an increased expenditure for consumption goods, in turn 
causing the price of such goods to rise. Increased profits in one 
industry mean, then, increased profits in others by this process of 
diffusion of prosperity. Increased profits in many lines will result 
eventually in a general rise in the standard of living. Demands 
for capital goods are thus heavily reinforced by increased demands 
for consumption goods, resulting in a general rise of prices. There- 
fore those countries which are most active in promotion experience 
the greatest increase, not only in the prices of capital goods, but in 
the cost of living as well. 

The theory of prosperity as here set forth claims, then, the 
establishment of a causal chain: increased promotion, expansion 
of credit, rise of prices. When promotion slows up, the reverse 
would follow: contraction of credit, fall of prices. This, I hold, 
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is what actually takes place during every cycle of prosperity. To 
substantiate this claim it is necessary to show, in the first place, 
that prices rise and fall in correspondence with credit changes, and, 
in the second place, that demand or lack of demand for loans to 
further promotion is the dominant element in the expansion and 
contraction of credit. It is not so easy as might seem to prove (or 
disprove) these propositions by recourse to statistics, for two rea- 
sons: loans do not always contract and expand to correspond with 
changes in promotion activity, and expansion and contraction of 
loans are not always followed by corresponding changes in prices. 
These discrepancies, however, are apparent rather than real, as 
will be shown. 

Attention is first given to the proposition that prices rise and 
fall during short periods of time because credit expands and con- 
tracts. The tables showing the relative movements of loans and 
prices are first presented. In Table I the length of time after a 
crisis, before loans and commodity prices reach a minimum point, 
is given. The minimum, of course, marks the turning point in 
loans and prices—the end of decreasing loans and falling prices and 
the beginning of increasing loans and rising prices. Hence the 
significance of the comparison. To support the theory advanced 
of the causal relation between credit and prices, loans should reach 
a minimum earliest and increasing loans be followed by rising prices. 
And such is the case. Thus in the United States after the crisis 
of 1848 both loans and prices began to increase in 1850; after the 
crisis of 1857 loans began to increase in 1859 while prices did not 
begin to rise until 1861; after the crisis of 1873 loans began to 
expand in 1879 and prices began to rise in 1880; after the crisis of 
1884 loans began to increase the following year, 1885, and prices 
began to rise in 1887; after the crisis of 1893 loans began to increase 
in 1894, but the increase was not at once marked and was followed 
by a reaction in 1896, so that the fall of prices was not checked until 
1897 and their actual rise began in 1898; after the crisis of 1903 loans 


* It is not necessary to introduce any discussion of the relation between gold and 
prices since gold is essentially a long-time factor, and the subject in hand deals only 
with short-time periods. Further to simplify arguments no reference is made to 
changes in velocity of credit circulation, and only indirectly to changes in the volume 
of trade as factors in fixing the price level. 
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increased in 1904, prices rose in 1905; loans and prices both 
increased in 1909 following our 1907 crisis. Similar results are 
obtained by comparing loans and prices in England, France, and 


Germany. 
TABLE I* 


Minimum Pornts oF LOANS AND Prices AFTER A CRISIS 








Loans 
Years 





w PDAS O aH He OW 
B 


3 
a 


2 yrs. 8 mos. 


oF OS 





4 
3 
2 
3 yrs. 4 yts 
2 
I 
3 
3 
4 
4 
3 


eo a 


3 yrs. 8 mos. 








* In this table the simple arithmetic average is used in summing up results for each country. Since 
the movements are uniform in each instance, the same result would be obtained by any other method of 
summarizing, hence the choice of the simplest. The data for loans in the United States are taken for 
1830-62 from History of Banking in Ali Nations, I, 456; for 1865-1903 from U.S. Public Documents, 
No. 4658, pp. 153-55; and for 1904 to date from U.S. Statistical Abstract. French loans—that is, dis- 
counts of the Bank of France—are given for 1800-87 in Juglar, Crises commerciales, p. 400; and for 1890- 
1907 in Patron, Bank of France (Report of the National Monetary Commission), p. 16. The figures for 
German loans—loans of the Reichsbank—are found, ey in History of Banking in All Nations, IV, 
48-49; 1805 to date, Bankers’ Magazine, London. English loan figures—“ other securities’ of the Bank 
of England, 1844-1900, are from Palgrave, Bank Rate and the Money Market, pp. 12-15; 1896-1908— 
‘total securities’ —from Webb, New Dictionary of Statistics, p. 56. 

The Aldrich and the Bureau of Labor prices for the United States are used. French prices are 
ey 's, 1847-83, found in Laughlin, Principles of Money, pp. 208-9, and internal market prices, 1891- 
1908, from Webb, of. cit., p. sox. German prices are Soetbeer’s and import prices at Hamburg from Webb, 
P. 502. Sauerbeck’s prices are used for England. 


t The crisis year. 





AN ANALYSIS OF THE CRISIS CYCLE 717 


The relative movements of loans and prices show a striking 
uniformity. In each country the loans of the banks increase before 
a rise in prices occurs. After twenty-two crises out of the twenty- 
three considered, loans begin to increase at the same time or earlier 
than prices (France in 1847 is the exception). Is it then going too 


TABLE II* 
INTERVAL BY Weich Maximum Pornts oF LOANS AND PRICES PRECEDE A CRISIS 








so: Loans Prices ing on Theory 
Crisis Years Years Advanced 


United States— 





ot Against 


° 
2 (after crisis) ¢ 
— 


oe 


1 (after crisis} 


2 ° 


I ° 
1 (after crisis) | 1 (after crisis) 


I 3 

1 (after crisis) 1 (after crisis) 
I ° 
2 ° 














* Table II does not show the uniformity of movement that is found in Table I, therefore averaging 
is not attempted. The data are obtained from the same sources as the other table (I). 


t The crisis year is represented by “o”’ as in Table I. 
far to say that because the banks increase their loans prices begin 
to rise? Through the extension of loans the purchasing power of 
the public has been increased; this purchasing power is used to 
secure commodities, and the enlarged demand for goods causes 
their prices to rise. 

Table II gives the maximum points, before a crisis, of loans and 
prices. The one that reaches a maximum earliest will be the first 
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to fall. To verify the theory that credit controls price movements, 
loans should reach a maximum first and by contraction cause a fall 
of prices. In the instances given, loans do contract at the same 
time with, or prior to, the fall of prices 13 times out of the 24. But 
there remain 11 cases in which the fall of prices precedes the con- 
traction of loans. These exceptions may, however, be explained 
satisfactorily in either of two ways. 

In the first place, promotion may have so stimulated production 
that the latter tends to outstrip demand, and loans, although 
increasing in amount, may still have been inadequate to maintain 
prices at the former high level. The result would be increasing 
sales but at a lower price. This phenomenon occurs frequently in 
the stock market. There will be a fall in prices yet a larger sale of 
shares, so that the total turnover is greater than when prices were 
higher. In verification of this Table ITI is offered. It will be seen 
that in 1889, 1890, and 1891 as compared with 1888 the sales of 
shares were larger but the average prices were lower. The same 
is true of 1904 as compared with 1903. 


TABLE III* 
New York Stock ExcHANGE 








| Sales of Shares 





65,179,000 
72,015,000 
71,282,000 
69,031,000 


161,102,000 
187,312,000 





* The Commercial and Financial Chronicle (second issue in January) gives the sales of shares and the 
average prices of the shares. 

The second and probably the more important explanation why 
prices fall before the contraction of credit occurs is that there may 
have been an absolute decrease in the amount of credit offered for 
goods even though the loans of the banks were increasing. This 
is possible if a growing proportion of the credit being given by the 
banks is used, not to purchase goods, but for speculative purposes 
on stock exchanges and elsewhere. The credit that raises the 
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prices of commodities is the credit that is used to buy goods, and 
not credit that is used for other purposes." 

The effect of speculation on commodity prices is indirect. In 
the first place, activity in the stock market is a stimulus to invest- 
ment—the public is attracted to the market, and hence to pro- 
motion; an inactive market discourages investment and promotion. 
In the second place, the amount of loaning and discounting the 
banks can do is limited? both by law’ and by the conservatism of 
the banks themselves. It is safe to say, therefore, that in pros- 
perous times a part of the credit used in speculation is diverted 
from commercial channels. Business men frequently complain of 
that condition. In other words, the amount of funds offered for 
goods is not so great and therefore commodity prices are not so high 
as they would have been if speculation had been less active. In 
the third place, the use of credit for speculative purposes affects 
commodity prices through its action on the rate of interest. Ata 
given moment the rate of interest depends upon the demand for 
loans and discounts (and the supply of loanable funds), and this 
demand, as already stated, is of two kinds: for commercial purposes 


* Mill makes a similar statement regarding money. He says (Laughlin’s edition 
of Mill, p. 300): ‘“‘It frequently happens that money to a considerable amount is 
brought into the country, is there actually invested as capital, and again flows out, 
without having ever once acted upon the markets of commodities, but only upon the 
market of securities, or, as it is commonly though improperly called, the money 
market.” 

?Dunbar, Theory and History of Banking, p. 30, says: ‘“‘In general, then, for 
every bank, in its place and under the circumstances of the time, there is some line 
below which its provision of cash cannot safely fall. This provision of cash, which in 
the account last given includes the cash items, specie, and legal-tender notes is called 
the reserve, and the necessity of maintaining a certain minimum reserve fixes a limit 
to the ability of the bank to increase its securities. For obviously any increase of 
securities, that is, of loans or bonds, must ordinarily be effected, either by an increase 
of deposits, or by an actual expenditure of cash. In the one case the proportion of 
reserve to demand liabilities would be weakened by the increase of liabilities; in the 
other it would be weakened by the decrease of cash. If, then, the reserve were already 
as low as prudence would allow, or were threatened by approaching heavy demands 
from depositors, no increase of securities could be made without serious risk.” 

3 The United States national banks are required to maintain a minimum reserve 
of 25 per cent for city banks and 15 per cent for country banks. When the reserve 
of any national bank falls below the legal requirement any increase of liabilities by 
making new loans or discounts is forbidden. 
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and for speculation. This joint demand is the decisive factor in 
fixing the rate of interest. When speculation is active, therefore, 
the demand for credit for speculative purposes tends to raise the 
rate of interest. The rise in interest rates affects prices in two 
ways. It tends to check borrowings both for promotion purposes 
and for securing consumption goods. The demand for commodities 
in such a case is certainly less than it would be in the absence of 
the heavy demand for speculative credit. Again, a certain amount 
of borrowing is necessary under present conditions for the carrying- 
on of any business, so that a rise in interest rates means to busi- 
nesses an increased cost of production as truly as does an increase 
in the cost of raw materials, or a higher wage-scale, and, it follows, 
causes an increase in the market price of commodities so affected. 

This discussion of speculative credit and of its effect on interest 
rates, etc., is merely to emphasize the fact that it is a kind of credit 
distinct from commercial credit.‘ If we had some means of sepa- 
rating commercial credit from the total of commercial credit plus 
speculative credit, and if we then compared commercial credit and 
prices, is it not possible, indeed probable, that in all cases, instead 
of three-fourths (counting both upward and downward move- 
ments), there would be a correspondence between credit movements 


* The distinction between speculative credit and commercial credit is not a fanciful 
one as may be shown by the following table: 
LOANS OF THE NEW YORK BANKS, AUGUST 22, 1907 








Origin of Loan | Nature of Loan Amount 
| In Millions 





Ser: ‘| On demand, paper with one or more individual or firm 


$ 16.2 

; On dement, secured by stocks, bonds, and other per- 
sonal securities 251.8 
On time, paper with two or more individual or firm 
names. 161.1 
| On time, single- -name paper (one person or ‘firm), with- 
out other security . 130.5 
| On time, secured by stocks, bonds, and otber personal 
| securities, or by real estate mortgages or other liens on 
realty 152.4 








Cf. Sprague, History of Crises under the National Banking System, pp. 301-2, 92. 
Professor Sprague lays much stress upon the differences between the two kinds of 
loans in practical operation and expresses the opinion that ‘a New York bank would 
be in a better position to meet an emergency if all its loans were upon commercial 
paper than it is under existing circumstances, though of course it would not then be 
in position to slide along just above the 25 per cent requirement in normal times.” 
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and prices? The only statistics, so far as I am aware, that could 
serve as a guide to the relative amounts in use of the two kinds of 
credit come from the analysis of clearings at the London bankers’ 
clearing-house.' The clearings on stock exchange settlement days 
would roughly stand for speculative credit. The clearings on the 
fourth of each month would be typical of commercial credit because 
trade bills are usually made to fall due the first of the month, and 
since custom adds three days of grace, these bills are cleared on the 
fourth. Clearings of both kinds increase during prosperous years 
and fall off during the years of depression. But during the height 
of prosperity stock exchange clearings form a much larger propor- 
tion of the total clearings than they do at the beginning of the 
period.? This fact would explain why at the beginning of an 
upward movement the increases of loans and prices occur in the 
expected order; and why, in the decline of prosperity, prices some- 
times fall before loans contract, since speculative credit is at that 
time expanding relative to commercial credit, and thus, by increas- 
ing the total loans, concealing the actual contraction of commercial 
credit. In a comparison of the maximum points of business clear- 
ings and stock exchange clearings, the former show a tendency to 
fall off first’\—further evidence that sustained loan expansion after 
prices fall is due to speculative credit and not to commercial credit. 

It now remains to show that the most important part of com- 
mercial credit is that which is used to further promotion; that is, 
that the increased loans are primarily for the purchase and pro- 
duction of capital goods, and only secondarily for the purchase 
and production of consumption goods. Statistical investigation 
strengthens the belief that prosperity is founded upon promotion 
activity and accompanied by an increased demand for consump- 
tion goods, and not the reverse—a primary demand for consump- 
tion goods and a secondary demand for capital goods. Four lines 


* Bankers’ Magazine, London. 


2 During the height of prosperity the clearings of New York City expand relatively 
faster than clearings for the rest of the country. This is due chiefly to the expansion 
of credit for speculative purposes. 


3 See Table XV in my article on credit and prices in University Studies (University 
of Nebraska), January, 1907. 
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of investigation have been carried out and the tables and the 
interpretation of the tables follow. 


TABLE IV 


PROMOTION AND PRICES IN ENGLAND 





Dems epenetion Sigg Sites 


1870 
1871 
1872 
1873 














1904 
1905 1905 
1906 
1907 
1908 
1909 1909 
1910 IgIo 














1. Promotion activity or inactivity is compared with general 
price movements. If promotion credit is the dominant form of 
commercial credit, and other kinds of credit conform more or less 
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closely to promotion conditions, then there shouid be a correspond- 
ence between promotion activity and price movements. And such 
is the case as shown in Tables IV—VII, inclusive.’ 

Table IV shows how close is the correspondence, on the one hand, 
between the years of increasing promotion and the years of rising 
prices; and, on the other hand, between declining promotion and 
falling prices. 

Table V shows that the years of most active promotion are also 
the years of highest prices. The correspondence is quite striking 
during the half-century in England for which figures are available. 


TABLE V 


Maximum PorInts OF PROMOTION AND PRICES IN ENGLAND 


| 

| Period of 

| Maximum 
Promotion 





(1872 
{387 
1874 
1880 
1881 
1882 





1889 


{io 
1890 


| 
| 











In Table VI the years of active promotion are grouped together 
and an average of capital applications for those years is taken; the 
average of capital applications for the following years of inactive 
promotion is also found, and so on throughout the period. Such 
an arrangement brings out clearly the difference in the rate of pro- 
motion between active and inactive years. The cyclical movement 
in promotion is also rendered very apparent. The crises of 1873, 
1883, and 1890, are each preceded by three years of active promo- 
tion and followed by five years of inactive promotion. Grouping 

* In all of these tables Sauerbeck’s prices for England are used. 
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annual prices arbitrarily to correspond to the years of the promo- 
tion groups and averaging the index numbers of each group, we 
find that the result is, as might be expected—since the trend of 


TABLE VI 


COMPARISON OF CAPITAL APPLICATIONS* AND PRICES IN ENGLAND 








|Capital Applications|Capital Applications Prices durt Petocs dest 
during Period of | during Period of | period of Active | Period of Inactive 
Active Promotion | Inactive Promotion Premetion P = 
Ooo | £00,000 





I5r. 
154. 








Average. ... 


SR ated 
eer 


1887.... 


Average 
1888... 








Ohi RW 














Average. ... 2 





* Given in London Economist. 
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prices is downward throughout the period (except its closing years) 
—a decreasing average index number as follows: 107.3, 91.0, 85.7, 
73.4, 71.3, 66.6. It looks at first glance as though promotion 
had had no effect whatever upon prices; but when the rafe of fall 
is taken into consideration the effect is revealed. That is shown 
in Table VII. 

By figuring out the rate of fall of prices from period to period 
as marked off in Table VI, we find that the rate of fall is lower 
during the periods of active promotion than during the years of 
inactive promotion. The inference is that active promotion 
through expansion of promotion credit in each instance checked 
the rate of fall of prices in spite of a relatively small gold produc- 
tion which tended toward the appreciation of gold. 


TABLE VII 
COMPARATIVE FALL oF Prices AS AVERAGED IN TABLE VI 








| 
. Total Fall Average Yearly Fall ses : 
Prices Ser cont | goss Condition of Promotion 





| : Inactive 
| : Active 
| 


a he eeerre re 15s. 
eres .; 
8 > rar 14. 
2 
6. 
°. 


Inactive 
Active 
; Inactive 
rise | .06 rise Active 


NS Seer 
ut eee 
Ok eee 











2. The order in which prices rise should throw some light upon 
whether the primary demand is for consumption goods or for capital 
goods. There are at hand no special index numbers of prices of 
capital goods separate from consumption goods. But the groups 
of prices as prepared in the Aldrich and Bureau of Labor reports 
roughly serve the purpose. The index numbers for food, clothing, 
and house furnishing goods may be taken as representative of 
prices of consumption goods; the index numbers of fuel and light- 
ing, metals and implements, and building materials may stand for 
capital or promotion goods. The recent period of prosperity in the 
United States, beginning with 1896, as is well known, was inaugu- 
rated by an increased foreign demand for our food products, causing 
food prices to rise, and the prosperity of the farmers was passed on 
to those in other branches of industry. Such is also the trend of 
price movements in the United States on the average of the seven 
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prosperity periods for which statistics are available. Food prices 
and clothing prices rise first and other prices follow. But in Ger- 
many and England, where agriculture is not so important, the rise 


TABLE VIII* 
OrpeR OF RISE OF Prices By GrouPS OF COMMODITIES IN THE UNITED STATES 











Consumption Goops 





Clothing | Furnishing 
Goods 





1844 
des 


| 
| 
| House 
| 





5 
1870 

44 
1880 


4 
1888 











ry 
1906 1904 
53 


| 
| 28 264 
| 


| } 
| 
Totalrank} 15} | 174 | 

I 2 








| 

* The group which begins to rise earliest is ranked 1, the next to rise is ranked 2, and soon. For 

example, before the crisis of 1903 food rose earliest and is ranked 1; next three groups rise in 1898, there- 

fore ranks 2, 3, and 4 are divided equally among the three, giving them an average rank of 3; fuel and 

lighting, and metals rise last, in 1899, therefore ranks 5 and 6 are divided between them, giving an average 
rank of 53. The same method of ranking is followed in all the tables. 
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in prices of capital goods, as represented by minerals and metals, 
occurs before that of consumption goods, that is, before food and 
textiles.’ ‘ 

3. If the primary demand during prosperity is for capital goods, 
then the prices of capital goods might be expected to rise higher 


*I am inclined to think that a partial explanation of the relatively late rise of 
metal prices in the United States is that the list of commodities on which the index 
number is based includes many that are not, strictly speaking, promotion commodities. 
This is not true of the corresponding groups for England and Germany. Sauerbeck’s 
group of minerals for England includes pig-iron, bar-iron, copper (two grades), tin, 
lead, coal (two grades); Soetbeer’s prices of minerals and metals for Germany are 
based on coal, iron ore, bar-iron, steel, lead, zinc, tin, copper, quicksilver, sulphur, 
saltpeter, salt, lime, cement; the United States group, metals and implements, com- 
prises anvils, bar-iron, butts, copper (2 grades), doorknobs, iron rods, iron wire, lead 
shot, lead (2 grades), locks (2 grades), meat-cutters, cut nails, pig-iron, pocket-knives 
(25 grades), quicksilver, rope (3 grades), saws (4 grades), scythes, shovels, spelter, 
wood screws. 
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than the prices of consumption goods. Statistics show that such 
is the tendency in Germany and England. In a comparison of the 
average rise of the three groups of commodities, food, textiles, and 


TABLE IX 
OrpER OF RISE OF Prices BY Groups OF COMMODITIES 


ENGLAND 
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metals, Germany, England, and the United States each give a dif- 
ferent result. But the average rise of these commodities for the 
three countries combined for the nineteen crisis periods is greatest 
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for minerals, 12.1 per cent; for food it is 10.6 per cent; and for 
textiles, 9.8 per cent. In the United States it is found that, in a 
comparison of the three groups of consumption commodities, food, 
clothing, and house furnishing goods, with the three groups of 
capital goods, fuel and lighting, metals, and building materials, the 
latter, on the average, rise more than the former. Yet Table XI 
does not bring to light any pronounced tendency for prices of 
capital goods in the United States to rise higher than the prices of 
consumption goods. Since the number of crises considered is so 
small (seven), it may happen that our next crisis figures will swing 
the balance in favor of consumption goods. The great promotion 
commodity, pig-iron, however, is subject to remarkable advances 
in prices during each prosperity period." 
* PRICES OF PIG-IRON IN NEW YORK 
(From Hull, Industrial Depressions, Appendix G) 
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It is not necessary, however, for the support of the theory 
advanced, that prices of capital goods should be shown to rise 


TABLE X 


RisE oF Prices By Groups oF COMMODITIES 
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TABLE XI 


Rise oF Prices sy Groups OF COMMODITIES IN THE UNITED STATES 
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higher than the prices of consumption goods. It might be that the 
rise of the standard of living which accompanies promotion activity 
is so great that the prices of consumption goods are carried to even 
a much higher point than the prices of capital goods. It is pos- 
sible that that is what happens in the United States, since ranking 
or weighting' Table XI turns the result slightly in favor of con- 
sumption goods. But, as stated above, more crises must be taken 
into account before the point in question can be convincingly dis- 
cussed. Although prices of consumption goods may ultimately be 


TABLE XII 


PERCENTAGE OF TOTAL RISE OF Prices oF Groups or Commopities DurRING First 
HALF OF THE PERIOD OF PROSPERITY 
UNITED STATES 








Consumption Goops 








| —_— Average 


Clothing -_——~ Fuel and Metals 


Lighting 





; | 65. 
I , 65. 
; 55- 


,— 

| . 56.1 
EE ; 45-4 
| 


| 
I 


3 
3 62.7 
61.6 
74-9 
35.1 


I ‘ | 63. 
I © | 95. 
oO | 39. 





ae ‘ 1oo. 
1903 8 | 39. 





| 
| 








Average of consumption goods. . j Average of capital goods...| 64. 


found to rise more than prices of capital goods in this country, 
there is good evidence remaining that promotion nevertheless is 
the dominant factor in prosperity and that the rise of the standard 
of living accompanies promotion and not the reverse. This evi- 
dence is found in the fact that the prices of promotion goods make 
a relatively larger part of their rise in the first half of the period of 
prosperity than do the prices of consumption goods. For example, 
in the cycle of 1893, 95.8 per cent of the total rise in the prices of 
capital goods occurred during the first half of prosperity; and only 
74.9 per cent in the case of consumption goods. There is only one 


*The weights used were food (3); clothing (2); house furnishing goods (1); 
fuel and lighting (1); metals (3); lumber and building materials (2). 
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exception (1873) to this general tendency. On the average, then, 
capital goods made 64 per cent of their gains in price during the 
first half of prosperity, and consumption goods only 56 per cent. 

4. If the check to prosperity is the falling-off of promotion 
activity, then there should be a tendency for the prices of capital 
goods to fall before the prices of consumption goods. Table XII 
shows that the demand for consumption goods in the United States 
is relatively stronger during the second half of prosperity than 
during the first, and that the demand for capital goods is relatively 
stronger during the first half of prosperity than during the latter 
part. This is equivalent to showing that the demand for capital 
goods falls off relatively before the demand for consumption goods. 
The absolute fall of prices of the three great groups of commodities, 
textiles, minerals, and food, occurs uniformly in the order named, 
in the three countries, Germany, England, and the United States. 
Very probably the reason that textile prices decline first is because it 
is easier to overproduce in that line than in some others.’ Prices 
may fall then, not because demand has actually fallen off, but 
because production has outstripped demand. Instead of decreased 
sales of textiles there might still be larger sales but at a lower price. 
In comparing the six groups of commodities for the United States, 
there is a tendency on the average for the prices of capital goods to 
fall before the prices of consumption goods. 

It may be well, as a final word, to meet possible criticism of the 
tables by a statement of the reasons for the methods chosen in 
their preparation and presentation, and by giving my own appraisal 
of the tables. The one who prepares a table realizes the weak 
points it may possess quite as well as its strong points. In the 

' [ron and steel products are largely turned out to meet orders, hence demand and 
supply are kept closely in touch. The unfilled orders of the United States Steel 
Corporation (Hull, Industrial Depressions, Appendix Q) as given in official reports are 


in round numbers as follows: 
UNFILLED ORDERS OF UNITED STATES STEEL CORPORATION 








December 31 Tonnage December 31 





4,497,000 
5,347,000 
3,215,000 
4,696 ,o00 
7,605,000 
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first place, no attempt has been made to present weighted tables, 
since the number of items dealt with is so small that the outcome 
of a weighted average would depend almost wholly upon the size of 
the weights used. The figures are presented in each case and any 
special student of the subject may readily prepare a weighted table 


TABLE XIII 


OrpER OF FALL oF Prices By Groups OF COMMODITIES IN ENGLAND AND GERMANY 








Consumption Goops CarrraL Goops 





Textiles Minerals 
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if, in any instance, weighting seems to him necessary. In the 
second place, the number of crises considered necessarily is small. 
For this reason unless a pronounced tendency in some direction is 
revealed in a table the conclusions drawn from it must be only 
tentative. This weakness in Table XI, I have frankly admitted. 
But most of the tables do show a pronounced trend. Such in fact 
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is the case with all the tables except XI, just mentioned, and pos- 
sibly XIV. In the third place, if a table reveals a general trend, a 


TABLE XIV 


OrpDER OF FALL Prices By Groups oF COMMODITIES IN THE UNITED STATES 
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TABLE XV 


OrpER OF INCREASE OF PROMOTION, LOANS, AND PRICES IN ENGLAND 
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simple average of items will bring one out at the same conclusions 
as would be obtained by more complex methods. For this reason 





734 JOURNAL OF POLITICAL ECONOMY 


the arithmetic average has been used in a number of the tables 
because of its simplicity and familiarity to all. Finally, Tables 
IV-VII are not at all conclusive, and standing alone would have 
little value, but when presented in conjunction with the other 
tables may be used as evidence. 

In conclusion it may be said that both inductive and deductive 
methods strengthen the theory that the primary movements of a 
crisis cycle around which other phenomena may be grouped are: 
increased promotion activity, expansion of credit, rise of prices; 
decreased activity in promotion, contraction of credit, fall of prices. 


MINNIE THROOP ENGLAND 


UNIVERSITY OF NEBRASKA 





THE RECENT HISTORY OF IMMIGRATION AND 
IMMIGRATION RESTRICTION 


In order to understand the present situation with reference 
to immigration restriction, we must go back to the enactment of 
the last federal act upon the subject, namely, the act of February 
20, 1907. This raised the headtax from $2 to $4; added to the 
excluded classes imbeciles, feeble-minded persons, unaccompanied 
children under sixteen years of age, and persons certified by the 
surgeons as being mentally or physically defective, such defect 
being of a nature to affect ability to earn a living; required steam- 
ship companies to furnish lists of outgoing passengers; and created 
a division of information in the Bureau of Immigration. The act, 
in the form in which it passed the Senate, in May, 1906, contained 
an illiteracy test similar to that in various bills since 1891. In the 
House, although a canvass showed a considerable majority in favor 
of the test, the opposition, with the powerful assistance of Speaker 
Cannon, succeeded in substituting for the section containing the 
test a provision creating an immigration commission. The bill 
remained in conference from June, 1906, to February, 1907, when 
it was finally enacted as amended in the House. 

It is interesting to note in passing that the action of Speaker 
Cannon in opposing the wishes of the majority, even by going 
so far as to leave the speaker’s chair to influence members while 
the vote was being taken, was the original cause of Republican 
insurgency, and led to the revision of the rules, the adoption of 
“Calendar Wednesday,” and many other changes. It is also 
interesting to observe that, although the provision for a com- 
mission to investigate ‘mmigration was nothing but the old device 
for delay, based on the claim that more information was necessary 
for intelligent action, the report of the commission, when finally 
made in 1910, called for the identical action dropped from the act 
of 1907. An investigation at this time was clearly unnecessary. 
The Industrial Commission had already gone very fully into the 
subject in its report of 1891; and at every session of Congress since 

735 





736 JOURNAL OF POLITICAL ECONOMY 


1894 numerous hearings had been given by the immigration com- 
mittees of the House and Senate, at which expert witnesses had 
given testimony covering the subject from every standpoint. 
Nevertheless, the Immigration Commission was appointed. It con- 
sisted of three senators, Messrs. Dillingham, Lodge, and Latimer, 
the last being succeeded at his death in 1908 by Mr. McLaurin; 
three representatives, Messrs. Howell, Bennet, and Burnett; and 
three laymen, Charles P. Neill, commissioner of labor, Professor 
Jeremiah W. Jenks of Cornell, and Mr. William R. Wheeler of 
California, assistant secretary of commerce and labor. The com- 
mission visited various parts of Europe personally, besides employ- 
ing a large staff of investigators both here and abroad. 

While it was conducting its investigation, the public demand for 
restriction continued. The controversy over the Japanese immi- 
gration to the Pacific slope was terminated for the time being, in 
February, 1908, by an informal agreement by Japan that she would 
herself stop the emigration of her laborers to the United States; 
but in the eastern part of the United States the great increase in the 
total immigration was bound to arouse opposition. The legislature 
of Virginia passed a resolution for stringent restriction, reciting 
that no southeastern Europeans were desired in that state. South 
Carolina abolished her board for promoting immigration, and 
instructed her officials not to seek immigrants. North Carolina 
took similar action in the following year. The stimulus to immi- 
gration through the contemporaneous rate-war between the steam- 
ship lines no doubt added to the tension. The various churches 
also began to take alarm at the conditions in the immigrant settle- 
ments, and the North American Civic League for immigrants 
was founded to assist in the protection of arriving aliens, and to 
promote an interest in citizenship. In 1908, Canada found it neces- 
sary to remind Japan that the agreed limit of 400 immigrants per 
year had been reached. She also began to stiffen up her restriction 
against the United States, finding that many who would have been 
rejected at Canadian ports entered at American ports, and subse- 
quently came across the border. In furtherance of this object, 
Canadian inspectors were placed in various American ports to 
examine immigrants bound for Canada, in a manner similar to that 
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in which American inspectors had for some years been stationed at 
Canadian ports. In 1909, she adopted the rule that aliens must 
either have a contract for employment or have from $25 to $50, 
in order to be allowed to enter. 

The action of Canada clearly indicated that our inspection was 
not what it should be. President Roosevelt, who in private con- 
versation and in his messages to Congress had proclaimed himself 
a strong restrictionist, had appointed as secretary of commerce and 
labor, and therefore as the head of the immigration service, Oscar 
S. Straus. Mr. Straus, otherwise an admirable appointee, was a 
bitter opponent of immigration restriction; and, as his attitude 
affected the whole service, a tendency toward very liberal decisions 
in admitting aliens appeared. Moreover, in 1908, the secretary 
admitted 1,413 persons, with or without bonds, who the boards of 
special inquiry had thought were not fit to land. In practice, the 
bonds when required were too small to be of any service." The 
New York lunacy and charity officials, impressed with the large 
numbers of aliens becoming charges within a short time after 
landing, protested against the then-existing laxity of inspection. 
The commissioner of immigration at New York was under inves- 
tigation at this time on various complaints, and subsequently 
resigned. In May, 1909, William Williams, who had formerly 
occupied the position, was appointed commissioner at New York 
and inaugurated a vigorous reform of Ellis Island methods. 

Meanwhile, Mexico had established new immigration regula- 
tions, so that theoretically both Canadian and Mexican inspection 
were similar to our own, and there was ground for hope that the 
ancient and troublesome smuggling of undesirable aliens from 
contiguous territory would at last cease. As we have seen, the 
Canadian law was at this time in some respects more stringent than 
ours; but the unsettled conditions in Mexico interfered, as they 
still do, with adequate protection on that frontier. 

The panic of 1907 unsettled business, and as a result many men 
were out of employment. Nevertheless, those in favor of free 
immigration talked a great deal, as they always do, about the 


* The whole bonding business ought to be abolished; for the writer has never heard 
of a bond being sued on. 
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demand for farm laborers in the West and South. They do not 
mention that such a demand, when it exists, is only seasonal, and 
that the rate of wages is less than in the industrial centers. A 
favorite device employed at this time was to get up an “immigra- 
tion’’ or ‘‘industrial” convention in some southern state, and to 
pass resolutions in the name of that state in favor of largely in- 
creased immigration. In most cases the delegates to these con- 
ventions were railroad or land agents, who traveled on passes. 
In one case, out of fifty-one delegates, all but three were of this class 
and the president of the convention was a railroad man from an 
entirely different state. The frequent statements about the de- 
mand for labor led the Bowery Mission of New York to make an 
investigation in the spring of 1909. It found that everywhere 
many were out of employment, and that the alleged jee waiting 
for laborers were largely mythical. 

We have seen that the act of 1907 created a division of informa- 
tion in the Immigration Bureau. Its object was to supply informa- 
tion to arriving immigrants about the advantages and opportuni- 
ties in various parts of the country, and to distribute aliens to places 
where they were wanted. This provision was one of the many 
cases where well-meaning philanthropists played into the hands of 
the steamships, railways, and land development promoters. It is 
obvious that if any considerable number of immigrants can be 
induced to leave the seaboard states, the objections made by those 
states to immigration will diminish; or, at any rate, more immigrants 
can be brought in without increasing such objections. Having been 
established, the division sent out a million or more circular letters 
of inquiry as to the opportunities for employment, and succeeded 
in placing a few thousand aliens in situations. It was clear in 
1909 that it was not accomplishing much and was spending a great 
deal of money. So far as its efforts were futile, it could not be 
accused of stimulating immigration by running a free employment 
bureau, whose existence would soon be known in Europe. The 
labor interests and the restrictionists, however, felt that it would 
try to enlarge its operations; and that the effect of making any 
vacuum in the seaboard cities would be to attract even more immi- 
grants than before; and, further, that until immigrants were more 
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carefully selected, it was a mistake to distribute them at all. Ina 
violent debate in the Central Labor Union of New York City, 
in May, 1909, the work of the division was sharply criticized, 
and its abolition demanded as it has been since by conventions 
of various labor bodies, farmers’ unions, and the like. The com- 
missioner general of immigration, Daniel J. Keefe, who was a re- 
strictionist, was in sympathy with the proposal to cut down the 
activity of the division but was overruled by the secretary of com- 
merce and labor. At the same time, the legislatures of Pennsyl- 
vania and Ohio passed strong resolutions for restriction. To 
complete this branch of the subject, it may be mentioned that the 
National Liberal Immigration League, which is the chief opponent 
of restriction, and which was originally financed by the steamships 
in part, and has several immigrants active in, its management, 
desires to have the work of the division.sof information much 
extended, to have inland immigrant stations established, and to 
have the federal government pay the fares of aliens from the coast 
to their inland destination. 

Mr. Straus would have been willing to continu@ his post in 
President Taft’s cabinet, but the latter finally selected Charles 
Nagel of St. Louis as head of the department of commerce and 
labor. The new secretary at first expressed himself as in sympathy 
with a strict enforcement of the law; but not long after taking 
office, he began to change his position; and, as he admitted before the 
House Committee on Rules, to let in imbeciles and other undesirables 
on alleged humanitarian grounds, which under the law he had no 
authority to do. A concrete example is the case of a boy, Pace 
Chosen, who was certified as an imbecile by the examining surgeon, 
was found to be such by three medical boards, and was admitted to 
be such by his family. The secretary had no discretion under the 
law to admit such cases; but he did admit a number, some of which 
became public charges either at once or as soon as the possible de- 
portation period expired. 

During this administration, also, two rulings were made 
which tended greatly to weaken the inspection. One of these 
is known as ‘‘Decision No. 120.” In this case a girl became a 
public insane charge. The doctors both of the institution and of 
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the Public Health Service agreed that her insanity was due to 
“constitutional psychopathic tendencies and mental instability,” 
and that these causes must have existed prior to her landing; and 
that a certain assault made after landing, which she claimed as the 
cause of her condition, could not possibly have been such. The 
secretary ruled that it had not been shown that the causes named 
by the surgeons were the sole causes of her insanity, and that depart- 
ment officials,though possessing no medical knowledge, could revise 
the opinion of medical experts. As aliens can be deported only for 
a condition arising from causes prior to landing, except in cases of 
immorality, this decision took away the chance for deporting a 
considerable number of public charges. Once more the public 
authorities of New York and other states were aroused, and pro- 
tests poured in to the department, to the President, and to Con- 
gress. The American Breeders’ Association, at its 1912 meeting, 
demanded that the decision be reversed. It still stands, although 
it is both nonsense and bad law; but it is likely to be overruled in 
course of time. 

The other decision was to the effect that minor children of a 
naturalized alien, born abroad, are not subject to the immigration 
law. The naturalization act says that the naturalization of the 
parent shall operate in favor of his child from the time the latter 
“begins to reside in” the United States. In all other cases, the 
courts have held that a landing, as at Ellis Island, for purposes 
of inspection, is not technically a landing at all. The ruling of 
the department was made in the face of a decision of the Supreme 
Court of the United States and two decisions of the Circuit Courts 
of Appeal to the effect that the naturalization act was not intended 
to supersede the immigration laws. Such a decision made it possible 
for a naturalized alien to bring in half a dozen diseased or insane 
children, put them in public institutions to be cared for at the public 
expense, and then if he chose, return to Europe. The first ruling 
of the present Department of Labor, in the spring of 1913, reversed 
this decision. 

It was understood that no general legislation on immigration 
would be enacted until after the report of the Immigration Com- 
mission. On one subject, however, there was legislative action. 
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In exchange for the omission of the reading test from the act of 
1907, not only was the provision for the commission inserted, but 
in § 42, the passenger act of 1882 was amended with reference to 
steerage accommodations by substituting for 100 cubic feet of 
unobstructed space per passenger on the main deck and the next 
deck, and 120 cubic feet on the second deck below the main deck, 
a requirement of 18 square feet on the main deck and the next 
deck, and 20 square feet on the second deck below the main deck. 
Under the provisions of the act of 1907, § 42 was not to go into 
effect for two years; and meanwhile the steamship companies began 
an agitation for the repeal of § 42 and a change in the British 
regulations governing the matter. They even succeeded in getting 
the United States commissioner of navigation, who had drawn 
§ 42, to argue before the immigration committees that it was 
impracticable. The British regulations defined the deck next 
below the waterline as the lowest passenger deck, and required 18 
square feet per passenger on that deck, and 15 square feet on the 
others. Finally, the act of December 19, 1908, made our require- 
ments correspond to the British, except that the act required 18 
square feet actual sleeping-space on the lowest passenger deck, 
and 15 square feet on the others, instead of the British requirements 
of 15 and 12 square feet respectively. 

Two other pieces of legislation were enacted during this period. 
The act of March 4, 1909, stipulated that, until the provisions of the 
act of February 20, 1907. requiring manifests of outgoing alien 
passengers, should be extended to passengers from this country to 
Canada by land, they should not apply to passengers on vessels 
employed exclusively in trade between the United States and 
Canada and Mexico. The act of March 26, 1910, removed the 
limitation period of three years for the deportation of sexually 
immoral persons, added to the excluded classes those receiving 
the proceeds of prostitution, and generally stiffened the provisions 
on this subject. A bill to allow contract labor in Hawaii for the 
benefit of Hawaiian sugar planters was defeated in 1908; and in 
1909 the Supreme Court of the United States sustained the con- 
stitutionality of the fines on steamships for bringing in certain 
classes of diseased aliens. 
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Now let us return to the Immigration Commission, which had 
been at work all this time. The friends of restriction felt that 
legislation was likely to be indefinitely delayed unless the com- 
mission were forced to report. Accordingly in 1909, it was ordered 
by Congress to report its acts and expenses, and an effort was made 
to have its appropriation cut off after December 1 of that year. 
The plea that it could not digest and publish its material in the time 
given finally prevailed, and the commission issued its report in 
1g11 in forty-one octavo volumes. This report, as above stated, 
recommended the very illiteracy test which had been struck out of 
the act providing for the commission. It found that further restric- 
tion was “demanded by economic, moral, and social considera- 
tions,” and eight out of nine members said “we favor the reading 
and writing test as the most feasible single method of restricting 
undesirable immigration.” A bill was prepared under the direction 
of the chairman of the commission, Senator Dillingham, embody- 
ing its recommendations. The minority member of the commission 
who objected to the reading test, William S. Bennet of New York 
City later became one of the most active workers against the bill. 

The Dillingham bill (S. 3175) codified the existing law and 
introduced several new features. It authorized the secretary of 
commerce and labor to detail matrons, surgeons, and inspectors 
to travel in the steerage, in order to observe the passengers and to 
report violations of the laws as to accommodations. It also 
attempted to prevent undesirable persons from entering the country 
as deserting seamen and stowaways. It further consolidated the 
Chinese exclusion service with the general immigration service, 
although the two branches of the service had been in close relations 
for several years. The illiteracy test was not in the bill as origin- 
ally reported to the Senate, but it was added by a vote of 57 to 8. 
The bill as amended passed the Senate April 19, by a vote of 57 to 2. 
Meanwhile Mr. Burnett, chairman of the House Committee on 
Immigration, had introduced and reported a bill (H. R. 22527) 
containing only the illiteracy test. In December, 1912, the House 
bill was substituted for the Senate bill by a vote of 202 to 62 
and was passed by a vote of 178 to 52. The bill was then sent to 
conference, reported back, and passed in the House, January, 1913, 
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by a vote of 149 to 70. Unluckily, in conference the Senate con- 
ferees had added a provision recommended by the commission 
and by the commissioner general, requiring aliens coming from 
countries like Italy, which issue police certificates of character, to 
produce such certificates. This.provision aroused intense opposi- 
tion among the Jews, who urged that Russia might adopt such a 
system and refuse certificates to Hebrews. The bill was, there- 
fore, sent back to conference, this clause was taken out, and the 
second conference report was passed by the House, January 25, 
by a vote of 166 to 71. Unfortunately, again, in the second con- 
ference, an error crept into the bill in regard to exempting from the 
headtax aliens who had declared their intention to become citizens. 
This necessitated a third conference. Its report passed both 
houses without a division. These votes have been given in detail to 
call attention to the strong feeling of both houses that something 
should be done at once. 

President Taft adopted the unusual procedure of giving a 
hearing on the question of vetoing the bill, in addition to consulting 
with the conferees and with the commissioner at New York. At 
the hearing, both sides were largely represented. The chief 
opposition was centered on the reading test. It was represented 
to the President by the friends of the measure that bills embodying 
the illiteracy test had passed one house of Congress or the other 
seventeen times since 1894, usually by votes anywhere from two 
to one to ten to one; that President Cleveland, who vetoed such a 
bill in 1897, partly on account of provisions added to it likely to 
cause trouble with Canada, had later expressed much regret at his 
action; that the legislatures of twelve states, the boards of charity 
of forty large cities, over five thousand labor organizations, patriotic 
societies, farmers’ unions, boards of trade, and the like had peti- 
tioned for the bill; and that a large number of students of immi- 
gration matters—statesmen, educators, and college presidents— 
approved it. A delegation representing influential medical societies 
argued for its medical provisions. 

Nevertheless, on February 18, 1913, the President sent in a 
veto message of a few lines, referring to a letter of Secretary Nagel 
for his reasons. This letter was a recital of arguments which 
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had been threshed out time after time in the debates in Congress; 
it added absolutely nothing new. The Senate promptly passed 
the bill over the veto, on the same day, by a vote of 72 to18. The 
bill came up in the House rather unexpectedly on the following day, 
and, some of its friends being absent, it failed of passage over the 
veto by a vote of 213 to 114. During this session of the 62d 
Congress the Department of Commerce and Labor was divided 
and the Immigration Bureau was put under the new Department of 
Labor. 

In March, 1913, began the 63d Congress, with Woodrow 
Wilson as president; William B. Wilson of Pennsylvania as secre- 
tary of labor; and Daniel J. Keefe, continuing as commissioner 
general of immigration. Mr. Keefe shortly afterward res'gned, and 
was succeeded by Andrew Camminetti of California, a former labor 
leader. Inasmuch as the first session of the present Congress was 
called together to consider tariff and currency only, the chance of 
anything more than a report of an immigration bill is very slight. 
Nevertheless, some dozen bills are now pending. Three of these 
(S. 2453, introduced by Mr. Smith; H. R. 6060, introduced by Mr. 
Burnett; and H.R. 2934, introduced by Mr. Gardner) are identical 
with the bill vetoed by President Taft. Another (S. 50, introduced 
by Mr. Overman) contains some improvements. Although the 
attitude of President Wilson is not known, there is a certain tactical 
advantage in Congress in pushing the exact measure that was 
vetoed, as it is so well known and understood. Mr. Dillingham 
has also introduced a bill (S. 2406) similar to the one vetoed except 
that it substitutes for the reading test a provision limiting the 
number of aliens of any nationality who may enter during any 
one year to 10 per cent of the number of such nationality who 
were in the United States at the preceding census. ‘‘Nationality”’ 
is to be determined by the country of birth; but colonies or depend- 
encies are to be counted as separate countries. The commissioner 
general is to issue a statement of the permitted number from each 
country every month until 75 per cent of such number have arrived, 
and weekly thereafter. There are some objections to this plan, 
and it is doubtful whether it will be adopted. As it stands, it might 
not curtail immigration from southeastern Europe and Asia to 
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any considerable extent, and it is therefore inferior to the reading 
test as a means of restriction, unless the admissible percentage 
should be lowered. 

Now let us look back a moment, and see what has happened since 
Congress refused to enact any important measure of restriction 
in 1907. During the five-year period 1908-12, the total of alien) | 
arrivals was 5,114,422. Of these, 4,292,985 were “immigrant 
aliens,”’ that is, persons who stated their intention to remain per- 
manently in the country; and of these immigrant aliens 2,584,410, 
or a little over 60 per cent, were of the Slavic and Iberic races 
from southern and eastern Europe. During the same period, the 
net addition to population, obtained by deducting the alien depart- 
tures from the alien arrivals, was 2,485,277." We see, therefore, 
that the total alien arrivals averaged during this period 1,022,880 
per year, as compared with 766,615 for the period 1900-1905; 
368,756 for the decade 1891-1900; and 524,661 for the decad 
1881-90. Moreover, this largely increased immigration was 
poured into a country having less of the native of three or more 
generations than ever before. For the purpose of discussing ques- 
tions of assimilation, it is unfortunate that the census goes no farther 
back than the parentage of persons in the country, and that both 
in the census and in popular articles children of immigrants born 
here are treated as natives. They are such, of course, politically; 
but history shows that at least several generations are required for 
any considerable adoption of native ideas and habits. 

Our people have become so accustomed to seeing large figures 
in connection with immigration, that this great increase has 
attracted little general attention. The popular view is that the 

* Professor Fairchild, in his /mmigration, points out that this method of getting the 
net addition to population is not strictly accurate, as it leaves out of account certain 
elements among the ‘non-immigrant’ and “non-emigrant” aliens. But when it is 
remembered that the distinction between immigrant and non-immigrant, emigrant 
and non-emigrant aliens, turns entirely on the statement of the alien as to his intention 
at the time the question is asked, it is obvious that such figures have only a general 
value. The distinction was introduced by the Immigration Bureau, beginning with 
1905. In one sense, it gives a truer picture of the immigration movement; but, in 
comparing totals over a period of years or decades, it must be remembered that before 


1905 the figures mean all alien arrivals, and beginning with that date immigrant 
aliens only. 
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assimilation of a large immigration of kindred races in the last 
century guarantees a similar assimilation of a much larger immi- 
gration of very different races in this century. In recent years, 
however, two classes of persons have become more interested in 
One class is the state officials, who are 
obliged to deal with alien dependents and delinquents, found in 
the seaboard Atlantic states. The reason for this interest appears 
\ in the report of the commissioner general for 1908, which showed. 


ALIENS IN PENAL, INSANE, AND CHARITABLE INSTITUTIONS 
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| vania, and Illinois. 
The average life of an insane patient is twelve years. On this 
basis, it is estimated that the foreign-born insane alone now in 
institutions will have cost the state of New York $25,000,000, and 
Massachusetts $5,000,000 at their death. In 1905, there were in the 
( state of New York 49,166 foreign-born paupers, costing $1,510,506 


It will be seen that in four years the total of alien dependents and 
delinquents increased 33 per cent; and the criminals over 50 per 
cent. The prisoners guilty of serious crimes showed a marked 
increase, thus disposing of the common allegation that any increase 
in crime among recent immigrants represents ignorant violation 
The total alien inmates were 12 per cent 
of all the inmates in such institutions, and were furnished by an 
alien population constituting but 1.3 per cent of the general popu- 
lation. Of the 44,985 inmates in 1904, 26,890, or more than one- 
half, were in the four states of Massachusetts, New York, Pennsyl- 
The expense to the states was and is enormous. 


per year; and in 1912, there were over 8,000 alien insane. Mr. 
Goodwin Brown, special counsel to the State Commission on Lunacy 
in New York, estimated in February, 1912, that the total cost to 
the state of foreign dependents and delinquents during their lives 

















IMMIGRATION AND IMMIGRATION RESTRICTION 747 


was over $50,000,000. The annual expenditure for insane (native ) 
and foreign) alone is from one-fifth to one-third of the total revenue of 
the state of New York; and the foreign-born furnish 48 per cent of 
the inmates, although being only 30 per cent of the general popula 
tion. The New York officials not only protested to Secretaries Nagel 
and Straus about the laxness of the inspection which let in so many 
defectives; but the state actually retained an expert to appear 
before committees of Congress and urge that more alienists be 
employed at Ellis Island, and that fewer difficulties be placed in 
the way of deportations. In addition to the very definite require- 
ments of the government in the way of identification before 
granting deportation, there was also the refusal of some of the 
steamship lines to receive insane persons for deportation. Their 
surgeons who were, unable to detect insanity before the voyage 
hither, were found very keen to observe it even in convalescent 
cases from the New York hospitals. At the present time a modus 
vivendi has been reached with the steamships, under which many 
cases are returned. 

There is constant pressure on the part of interested persons to 
make the inspection more lax. Political appeals are made to con- 
gressmen by friends of the aliens, and the Bureau is dependent 
upon Congress for its appropriation. The societies of the various 
races at the different ports are largely occupied in helping their 
compatriots; and one method is in trying to have their friends ad- 
mitted. The Jewish Immigrant Aid Society in New York, for 
example, makes a practice of appealing every excluded Jewish case. 
Few know of the large measure of public-spirited and self-sacrificing 
work done by the immigration inspectors, and fewer take the trouble 
to praise. On the other hand, there is constant attack and abuse 
for them. From time to time these attacks are made both in 
Congress and in the newspapers, alleging unspeakable brutality. 
These vituperations are not always confined to the foreign-language 
newspapers, some of which have a direct interest in the matter 
through steamship advertising and ticket-selling. In 1911, for 
example, the New York Journal made a furious attack on Com- 
missioner Williams, alleging all sorts of cruelty and misfeasance. 
Congressman, afterward Governor, Sulzer of New York introduced 
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a resolution for an investigation of Ellis Island. At the hearings 
before the Committee on Rules of the House, the charges were 
proved to be utterly unfounded, and no attempt was made to sus- 
tain some of them. Commissioner Williams was completely exon- 
erated, and the committee refused to report the resolution. Every 
little while, even now, some sensational story, usually either a 
fiction or an entire distortion of the facts, appears in some paper, 
apparently with the object of discrediting the law and the officials, 
and arousing sentimental sympathy for immigrants. It is very 
seldom that any article appears praising conscientious officers, or 
rejoicing that the public is being protected from disease and financial 
burden. This state of things inevitably suggests that at least a 
part of the press is more or less muzzled through steamship adver- 
tising. 

This matter is mentioned here for two reasons. In the first 
place, it partly explains the apathy of the public by the fact that the 
latter has no personal knowledge and hears only one side. In the 
next place, it shows that even with the most willing officials we 
must have more law than we expect to get enforced. It is no reflec- 
tion on the officials that this is so; it is inherent in the general situa- 
tion. Pressure may be exerted upon subordinates either from 
the outside or from higher up. One of the chief grounds for exclu- 
sion is “liability to become a public charge.”” Suppose there is an 
exclusion by a board of special inquiry in a case near the border 
line between admission and exclusion, and the case is appealed to a 
secretary of labor who believes in a very liberal interpretation of the 
law, or perhaps does not personally approve of the law at all, and 
who reverses the decision in question. If that happens in a number 
of instances, the result is that it comes to be understood in the ser- 
vice that such cases are not to be excluded. It is already known 
that officials frequently overruled are not likely to be favored for 
promotion. The consequence is that the border line is moved a 
step farther toward free immigration; perhaps two steps, so as to 
be on the safe side; and hundreds of cases are admitted. This 
very situation has occurred more than once. The motives of the 
higher officials may be what you will; the result is the same. 

For this and other reasons, it is important that any additions to 
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the law should not be elastic, or of a kind to give discretion to 
officials either high or low. The excluded classes should be defined 
as definitely as possible, for the sake of the aliens themselves, that 
they may know whether they are admissible before they start on 
their long journey; and also in justice to the steamship companies, 
although the latter have various methods of insuring themselves 
in doubtful cases. Now this definiteness is one of the strongest 
arguments for the reading test; and indeed the test has had for 
twenty years a more hearty and unanimous support than any other 
proposition. Commissioner General Keefe strongly favored it in 
the draft of his 1912 report; but the indorsement was cut out by 
the order of Secretary Nagel, who soon after wrote the Taft veto. 
This test would in the opinion of many experts exclude a larger pro- 
portion of those who later become criminals, insane, feeble-minded, 
and paupers than any direct legislation against those classes. In 
1904, the test would have excluded 18 per cent of the foreign-born 
insane, and 30 per cent of the foreign-born paupers. In the same 
year 42 per cent of the alien murderers, and 57 per cent of aliens 
attempting to murder, were of the relatively illiterate races. 
Of course, any rule of exclusion will work apparent hardship 
in some cases; but a definite rule will in the long run cause 
less than an elastic one. It is time we heard the last of the argu- 
ment that educated criminals are among the most dangerous, and 
hence that the illiteracy test is valueless. It is as if one objected 
to a cure for tuberculosis because it did not cure cancer. In addi- 
tion to excluding a considerable proportion of the actual defectives 
and delinquents, it would exclude a larger proportion of those not 
classifiable as such but who are mentally, morally, and physicaily 
inferior; and it would cut down the total numbers, possibly by 20 
to 25 per cent, and this the Immigration Commission said in its 
report is imperative. 

No doubt an adequate mental, moral, and physical standard 
would be the ideal thing. With a largely increased corps of 
alienist inspectors, and with the detention of many cases for a long 
period of observation, the mental side might conceivably be taken 
care of. But the steamship companies would not hold themselves 
responsible for the expense of such detention, and why should we 
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pay for it? The moral condition of an alien cannot be detected 
by inspection; and, as above stated, there is strenuous objection to 
our obtaining such information as is available abroad. The physi- 
cal standard is at first sight more promising. But the provision 
adding to the excluded classes in the acts of 1907 those certified as 
being mentally and physically defective has not proved of much 
value. It was intended by those who drafted it to be a medical 
test; but it was speedily decided that the surgeon’s certificate was 
only one piece of evidence for the board of special inquiry, bearing 
on the question of the ability of the alien to earn his living—which 
reduced it to an economic test. Indeed, it is impossible to tell from 
the statistics what the effect of this clause is; for the certified alien 
might be reported as excluded on account of the certificate, or 
merely as being one likely to become a public charge. Suffice it 
to say that at the port of Boston, in November, 1911, out of 290 
certified for major as distinguished from trivial defects, all but three 
were landed! There are practical difficulties which make a physical 
test almost impossible to apply. Suppose a man has lost three 
fingers. It affects his ability to earn his living seriously in some 
trades, perhaps a little in many occupations; and yet he might be 
able to do some things. Shall he be excluded or admitted? And 
what is to be done about first- and second-cabin passengers, who 
have to be inspected like the rest? If we say that a cripple with 
independent means may come in, the physical test is again reduced 
toaneconomic test. A bill now pending in the Senate proposes that 
persons coming in to perform manual labor shall measure up to the 
recruiting standard for the United States navy; but such a proposal 
has little chance of adoption. 

The result is that the object aimed at must be accomplished by 
other methods—by a reading test, or by an increase of the headtax 
sufficient to equalize the steerage rate as between the United States 
and other countries; perhaps, also, by admitting everyone on 
probation, and deporting anyone who within five years or some 
other time falls into the excluded classes, from causes arising either 
prior to or subsequent tolanding. Only, as stated above, it is much 
easier to shut a man out in the first place than to deport him after- 
ward. 
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The class of persons, other than the state officials, who are 
becoming interested in immigration matters, consists of the medical 
men and the medical societies. These come into direct contact 
with the evil results of the immigration of persons of poor racial 
stock. The studies made under the auspices of the Eugenics 
Record Office show how much damage bad racial strains can do. 
As one result of this interest, the American Breeders’ Association in 
1912 formed an immigration committee of its eugenics section. If 
the public could only be made to realize how much more stringent 
the regulations are concerning the immigration of animals and plants 
than in regard to human beings, its sense of humor could be relied 
upon to back up more adequate laws as to immigrants. As things 
stand today, we are behind even Canada, Australia, and several 
other countries in the care and attention we pay to immigration. 

It is not without significance that, of the six leading books on 
general immigration published during the period we have been con- 
sidering, all but one are strongly in favor of further restriction. 
In view of the earnest recommendations of the Immigration Com- 
mission, after four years of study costing a million dollars, is it not 
about time to stop investigating and arguing, and to pass a law 
which will accomplish some real restriction along selective lines ? 
Let us at least exclude those who are below the average of both 
our country and their own. 

Prescott F. HALL 

Boston, MASSACHUSETTS 











THE ONTARIO WORKMEN’S COMPENSATION BILL 


A draft workmen’s compensation bill of wide scope and drastic 
provisions is now before the Ontario government and will form the 
basis of legislation at the next session of the Provincial Parliament. 
The eight other provinces of the Dominion are exhibiting a keen 
and expectant interest in the proposed Ontario act, and if success- 
ful in operation the measure seems certain to be taken as a model 
by several of the provinces, while influencing to greater or lesser 
extent the legislation of all. Following consideration during the 
present recess by the ministry, the organized interests most directly 
affected, and the general public, the matter of enacting an adequate 
measure of compensation for industrial accidents has been promised 
precedence over other new business by the Fourteenth Ontario 
Legislature which convenes next January in ordinary session. 

The bill now under consideration is merely in draft form as it 
came from the hands of a royal commission of one, and the govern- 
ment has carefully and prudently avoided accepting any responsi- 
bility for the Commissioner’s recommendations or pledging support 
to them or, indeed, to any particular bill. The measure has, how- 
ever, been prepared by a man who is well known to be a strong 
power behind the present ministry, and, despite most strenuous 
opposition on the part of the organized employers to passage of 
the bill in its present form, his recommendations are certain to 
carry no little weight. It is impossible at present writing safely 
to predict the extent of amendments, except that the scope of the 
bill probably will be narrowed to exclude farm laborers, domestic 
servants, and retailers from its initial application, while the com- 
pensation benefits seem likely to be modified and reduced. Amend- 
ments are inevitable and their importance must depend upon the 
influence of the forces arrayed in opposition to the Commissioner’s 
proposals. The Canadian Manufacturers’ Association openly 
boasts that the measure cannot be enacted in its present form. 
Indeed, the bill is striking testimony to the challenging boldness 
and progressiveness of Sir William Meredith, its author. 

752 
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A comprehensive liability law for Ontario to replace the inade- 
quate Workmen’s Compensation for Injuries Act, R.S.O., 1897, 
c. 160, and the common law recourse, has been contemplated at 
least since 1907. The matter was deferred over the sessions of 
1908 and 1909; but under date of June 30, 1910, because of an 
insistent demand, a royal commission was issued to Hon. Sir 
William Ralph Meredith, C.J., C.P., admitted to be one of the 
ablest men on the Canadian bench and a former leader of the 
Conservative party while in opposition in the Provincial House. 
The Lieutenant-Governor’s Commission required Sir William to 
make inquiries “‘as to the laws relating to the liability of employers 
to make compensation to their employees for injuries received in 
the course of their employment, which are in force in other countries, 
and as to how far such laws are found to work satisfactorily.” 

Prior to the first sitting of the Commissioner, October 23, 1911, 
no great haste was exhibited, but considerable informative litera- 
ture and correspondence bearing upon the inquiry was gathered 
by the secretary under Sir William’s instructions. The investi- 
gation which heretofore had been dilatory was taken up in earnest 
in the fall of 1911, an approaching election, which took place 
December 11, possibly exerting some influence. Sir William 
held eleven hearings between October 23, 1911, and January 24, 
1912. His first interim report bears date of March 27, 1912. 
In addition to recounting the detailed proceedings at the several 
hearings, it embodies a summary of European and Canadian 
compensation laws, a review of the measures enacted by the 
state legislatures of the United States, and briefs from the interests 
most directly concerned in the proposed Ontario legislation. 

In the fall of 1912, Sir William made a trip to Europe for the 
purpose of studying at first hand the operation of the compensation 
laws particularly of England and Germany. That he was much 
impressed with the latter was frankly admitted upon his return. 
Hearings in Ontario were resumed without unnecessary delay. _ 

Early this year the Canadian Pacific and other railway com- 
panies, together with the employers’ liability interests, exhibited 
much activity in entering representations urging adoption of the in- 
dividual rather than the group liability principle. Mr.S.H. Wolfe, 
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consulting actuary of New York and Mr. P. Tecumseh Sherman, 
the New York expert retained by the liability companies, were 
called and gave testimony favorable to the individual liability 
as under the English law. The Commissioner realized then, if he 
had not done so before, that co-operation of the big railway corpo- 
rations could not be secured if he recommended a grouping system 
and made them jointly liable for accidents within the class. Indeed, 
such a recommendation would incur their united opposition, which 
might defeat the entire bill. The influence and political power of 
the Canadian railroad corporations is not one whit less than that 
of the American roads and relatively, perhaps, is greater. The 
eleventh-hour representations of the railways and liability interests 
indubitably are reflected in the draft bill. 

The draft measure, together with a second interim report, 
under date of April 1, was brought down in the Provincial Legis- 
lature the following day. Mr. N. W. Rowell, K.C., M.P.P., leader 
of the Liberal opposition, was a persistent questioner throughout 
the session as to the progress of the expected bill and the govern- 
ment’s intentions in regard to a comprehensive compensation law 
for the province. Political expediency is clearly evidenced in the 
transmission of the report and bill at the time they were given to 
the House during the closing days of the session. In his brief 
letter, Sir William promised his final report at an early date together 
with the documentary and other evidence and a statement of reasons 
for the conclusions which he had reached and which are embodied in 
the draft bill. In laying upon the table the second interim report 
and the draft, Sir James Whitney, premier of the province, 
assured the House that the government was fully aware of the 
importance of the proposed legislation and realized that it would 
still require careful and thorough consideration. He remarked that 
the Commissioner’s proposals differed in important details from 
workmen’s compensation legislation in other provinces of the 
Dominion and that the possible results of such divergence must be 
carefully canvassed before this or any bill of a similar nature was 
enacted into law. Meanwhile, the bill would be printed to provide 
a basis for consideration and discussion. 

The outstanding feature of the bill in its present form is its 
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application to every wage-earner in the province. Sir William’s 
first step was the removal of the employers’ common law defenses. 
For the workers’ present rights he substituted the compensation 
claims provided by the bill." Persons whose employment is of a 
casual nature are alone excluded and the legislature itself must 
assume the responsibility of further exemptions. It seems not 
improbable, indeed almost certain, that the industries to be brought 
under the act at the outset will be only those specified in one or 
the other of the two schedules prepared by the Commissioner, 
the first subject to collective and the second under individual 
liability. The schedules embrace the wage-earners in all hazardous 
and non-hazardous extractive, manufacturing, and transporta- 
tion industries, to the number of probably 300,000 or more. Farm 
laborers, retailers, and domestic servants are not placed or included 
in either schedule. 

The bill contemplates the creation of a commission of three 
members, to be appointed by the lieutenant-governor-in-council 
and to be designated as ‘The Workmen’s Compensation Board.” 
Each commissioner shall hold office for ten years and then be 
eligible for reappointment, subject, however, to the provision that 
unless otherwise directed by the lieutenant-governor-in-council a 
commissioner shall cease to hold office when he attains the age of 
75 years. The Board so constituted is given wide discretionary 
powers for administration of the act. Appeal from its rulings is 

*Sec. ror. “A workman shall hereafter be deemed not to have undertaken 
the risks incidental to his employment or those due to the negligence of his fellow- 
workmen and contributory negligence on the part of a workman shall not hereafter 
be a bar to recovery by him or any person entitled to damages under The Fatal Accé- 
dents Act (I Geo. V, c. 33) in an action for the recovery of damages for an injury 
sustained by or causing the death of the workman while in the service of his employer 
for which the employer would otherwise have been liable.” 

Sec. 102. ‘Contributory negligence on the part of the workman shall never- 


theless be taken into account in assessing the damages in any such action.” 

Part III. ‘The Workmen’s Compensation for Injuries Act, R.S.O., 1897, c. 160, 
is hereby repealed.” 

Sec. 15. “The right to compensation provided for by this Part shall be in lieu 
of all rights and rights of action, statutory or otherwise, to which a workman or his 
dependents are or may be entitled against the employer of such workman for or by 
reason of any accident which happens to him while in the employment of such employer 
and after the —— day of —— 191-, and no action in respect thereof shall thereafter 
lie.” 
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expressly denied.* Its affairs, adequacy of funds, etc., are to be 
examined annually by the provincial superintendent of insurance 
or his deputy. The government is to make an annual contribu- 
tion toward defraying the expenses of administering the act, while 
the balance will be assessed against the employers contributing to 
the accident fund. 

Schedule One embodies 44 groups of industries or of establish- 
ments in the same industry, which are made collectively liable 
for compensation and assessable for contributions to an accident 
fund under direction of the Board. The latter is given jurisdiction 
to rearrange classes embraced in Schedule One or to bring under 
group liability industries not now included in the first schedule, 
by transference from Schedule Two. Upon the Compensation 
Board, too, devolves the task of arranging schedules, subdividing 
classes, if such is deemed advisable, and apportioning the burden 
of assessment according to hazard. An additional percentage may 
at its discretion be charged to any employer who fails to take 
proper precautions for the prevention of accidents, thus affording 
a means of coercion so far as the provision of safety appliances is 
concerned. Industries in which not more than a stated number 
of workmen are usually employed may be withdrawn or excluded 
from any of the classes by the Board to facilitate administration 
of the act. 

The bill provides that every employer must within a stipulated 
time and yearly thereafter transmit to the Compensation Board 
in prescribed form a statement showing the names of all employees 
and the amount of wages earned by each during the preceding 
financial year. Should the employer fail to furnish such informa- 
tion, the Board may estimate the amount of his pay-roll, leaving 
the employer without appeal but liable for any discrepancy between 
the assessed and the true pay-roll and also subject to a fine for 
intentional non-compliance with the requirements of the act. 

*Sec. 60. “(1) The Board shall have exclusive jurisdiction to examine into, 
hear, and determine all matters and questions arising under this Part and the action 
or decision of the Board thereon shall be final and conclusive and shall not be open 
to question or review in any court and no proceedings by or before the Board shall 
be restrained by injunction, prohibition, or other process or proceeding in any court 
or be removed by certiorari or otherwise into any court.” 
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The Compensation Board must make an initial provisional 
assessment on the employers in each class of such a sum as is 
considered sufficient to meet the claims payable during the current 
calendar year, to provide a sufficient reserve for compensation 
payable in the future in respect to claims in each class on account 
of accidents happening in that year, and to meet the expenses of 
administration. The first assessment is to be either a percentage 
of the pay-rolls or a specific sum, at the discretion of the Board. 
Annually thereafter, the Board will levy an amount sufficient to 
meet the claims of the year, provide an adequate reserve behind 
each annuity claim, and meet the expenses of administering the 
act. The Board has power to distribute and apportion the burden 
of levies over the several classes and also among the employers 
in the classes or subgroups. Payment is due 15 days after notice 
of assessment is served. 

The obvious intention of the Commissioner was to recommend a 
capital cost system of assessments, assessing in each year an amount 
sufficient to cover all claims, present or future, on account of acci- 
dents happening within the year. The general principle adopted is 
that of capitalized liability as against current cost, as under the 
German system which is urged by the employer interests. The 
sufficiency of reserves is, however, left to the judgment of the 
Compensation Board. Deficiencies may be collected by supple- 
mentary assessment. As a nominal protection, the lieutenant- 
governor-in-council may require additional levies to be made when, 
in the opinion of the cabinet, it is adjudged that the accident 
fund reserves are not adequate to the obligations and liabilities 
of the Board. Such reserves are legally trust moneys and must be 
so considered so far as investment is concerned. 

An interesting feature of the bill is the provision that in case 
an employer fails to pay his assessment the Board: may advise 
the clerk of the municipality in which the employer is assessed and 
the amount of such levy by the Compensation Board may be 
charged on the tax-rolls and levied as taxes. In such cases the 
collector is entitled to add 5 per cent to the amount, in consideration 
of his services. 

Within three days after an accident which impairs the earning 
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power of any workman, the employer must, under penalty of a 
fine not exceeding $50, notify the Compensation Board, giving 
prescribed details. For purposes of the proposed act, disablement 
arising from certain industrial diseases" is considered as an accident, 
entitling the victim or his beneficiaries to compensation, with 
provisions protecting the last employer from the full liability in 
certain cases and under stated conditions. Presumptions, however, 
favor the workman and the burden of proof is upon the employer. 
No waiting period is required by the bill, but compensation is not 
paid for injuries which do not disable the workman for at least 7 
days from earning full wages. Compensation is computed from 
the date of disability. It is still payable in case of death or of 
serious disablement attributable solely to the serious and wilful 
misconduct of the workman. 

The scale of the proposed compensation is more generous than 
that of any state in. the Union or of European countries. The 
amounts and benefits follow: 

A. IN CASE OF DEATH 


a) Funeral expenses to $75. 

b) Where the widow or invalid husband is the sole dependent, a monthly 
payment of $20. 

c) Where the dependents are a widow or an invalid husband and one or 
more children, a monthly payment of $20, with an additional monthly pay- 
ment of $5 for each child under sixteen years, not exceeding in the whole $40 
monthly. Payments for children cease when the age of sixteen years is reached. 

d) Where the dependents are children, a monthly payment of $10 to each 
child under sixteen years, not exceeding, in the aggregate, $40. 











*SCHEDULE 3 
Description of Disease Description of Process 
Anthrax. Handling of wool, hair, bristles, hides, and skins. 
Lead poisoning or its sequelz Any process involving the use of lead or its preparations or com- 
Mercury poisoning or its sequelz. Any process involving the use of mercury or its preparations or 
compounds. 


Phosphorus poisoning or its sequela. | Any process involving the use of phosphorus or its preparations 

or compounds. 

Arsenic poisoning or its sequel. Any process involving the use of arsenic or its preparations or 
compounds. 


Ankylostomiasis. Mining. 
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e) Where the workman was under the age of twenty-one years and the 
dependents are his parents or one of them, a monthly payment of $20, ceasing 
when the workman would have attained the age of twenty-one years. 

f) Where the sole dependents are persons other than those mentioned 
above, a sum reasonable and proportionate to the pecuniary loss to such depend- 
ents occasioned by the death, to be determined by the Board, not exceeding 
in the whole $40 per month. 

In no case may compensation exceed 55 per cent of the average monthly 
earnings of the workman prior to his death. 


B. IN CASE OF PERMANENT DISABILITY 


A weekly payment during the life of the workman equal to 55 per cent of 
his average weekly earnings during the previous year or such lesser time as 
he has been with his employer now liable. 

C. IN CASE OF PARTIAL OR TEMPORARY DISABILITY 


A weekly payment proportionate to the impairment of earning capacity 
but not exceeding 55 per cent of the average weekly earnings previous to the 
accident. Such compensation is to be payable while the disability lasts. 
Pension payments may at the discretion of the Board be commuted for a 
lump sum. 


Upon remarriage a dependent widow is entitled to two years’ payments 
as a lump sum in lieu of her monthly compensations. Payments to her in 
respect to children under sixteen years continue. 

The principles consistently followed by Sir William Meredith 
in the preparation of his draft bill are that the community should 
be protected from the direct care of victims of industrial accidents 
and of their dependents, that certain hazards, a risque professionnel, 
are incident to the various lines of industrial activity, and that 
to the cost of production of commodities should properly be charged 
reasonable compensation for industrial accidents. ‘This is more 
than compensation,” he declared at one of the last sittings. “It 
is social legislation intended primarily to save the community 
at large from the burden of maintaining those incapacitated, 
wholly or partially, while at their employment, and the dependents 
of such victims.” The question as to the value of a life or limbs 
is but a secondary consideration. The minimum compensation 
must insure a living income in order that the community at large, 
the general rate-payers, will not be burdened. It is unfair, how- 
ever, that all should be treated alike. The standard of living of 
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the different employees must also be taken into account in the 
determination of reasonable compensation. The living expenses 
of the workers and their dependents have been adjusted to the 
wages of each and readjustment to a substantially lower income 
is difficult and would in many cases involve much hardship. 
If we assume that a workman and his dependents should not suffer 
heavy financial loss as a result of an unavoidable industrial accident, 
it is reasonable that compensation should equal or at least be 
proportional to the impairment of the worker’s earning capacity. 
Such is the compensation creed which finds expression in the 
draft bill. 

The compensation is to be a full charge in the first analysis on 
the employer, and the worker will make no direct contribution. 
The employer is expressly prohibited, directly or indirectly, from 
making any deduction from the wages of his employees on account 
of compensation. The right to compensation may not be waived 
and no agreement fixing the amount to be paid in case of accident 
will be valid unless approved by the Board. 

The same scale of compensation and the same general provisions 
apply to industries which are outside the group liability scheme and 
which are excluded from contribution to the accident fund. Em- 
ployers individually liable may be required to insure these workmen 
in a company or companies approved by the Board or to give 
satisfactory security. After periodic payments on account of per- 
manent incapacity have been paid for six months or more, the 
Board may allow commutation to such a lump sum as will purchase 
an immediate annuity equal to 75 per cent of the annual value of 
such periodic payments. The Board may require commutation 
either by an insuring company or by the uninsured employer 
individually liable for compensation. 

The Fatal Accidents Act, I Geo. V, c. 33, Ontario Statutes, will 
apply to all industries in the province as at present until the new 
measure comes into effect and then to those industries which are 
not included by the legislature. 

The Canadian Manufacturers’ Association and allied bodies, 
representing 80 to 85 per cent of the entire pay-roll in the province, 
assert that the compensation provided in the bill is excessive and 
beyond all reason and that the proposed schedule will place them 
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in an unfair position as regards competition with the employers 
of other provinces within the tariff wall. The principal complaint 
is the lack of any maximum in the provision that a workman totally 
incapacitated may draw throughout the balance of his life, 55 per 
cent of his weekly earnings at the time of the accident. In effect, 
it is computed that such payments might conceivably aggregate 
$20,000 to $25,000, as against $2,000 under the Quebec compen- 
sation act, £300 in England, and $3,000 in the state of Wisconsin. 
The average compensation for disability under the proposed Ontario 
legislation they estimate would exceed $4,000. 

In regard to the form of the bill, the following is in part an 
official statement issued by the Manufacturers’ Association: 

The real issue is not with the workingmen but with the employers’ liability 
interests supported by the Canadian Pacific Railway and other railway com- 
panies which at a late stage in the inquiry came forward with representations 
in opposition to the system which had been proposed, and in favor of a system 
in which employers would be individually liable and would be driven to seek 
protection by insuring in private companies. .. . . 

The Association has repeatedly expressed itself as more than willing 
that an act of an advanced type, such as, for instance, that of the state of 
Washington, should be adopted, but a careful examination of the proposed 
bill has convinced the Committee of the manufacturers that the bill is unwork- 
able and that its adoption would mean an unnecessary repetition of costly 
and unsuccessful experiments, the results of which have been conclusively 
proven in other countries. 


On the other hand, the proposed legislation has the enthusiastic 
and grateful support of the organized labor interests. They see 
in it a measure of compensation more advanced than that of any 
state in the American Union and with benefits more generous by 
far than those of any other compensation law. But until the 
bill is modified and rendered reasonably satisfactory to the employer 
interests its passage is unlikely and its successful operation impos- 
sible. Many problems are deferred either for the legislature or 
the administrating Compensation Board to solve. The course of 
the bill in the House promises to be of no small interest to the 
province and to those persons everywhere who are interested in 
the general progress of workmen’s compensation legislation. 


S. Roy WEAVER 
Toronto, CANADA 
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THE CANADIAN POLITICAL SCIENCE ASSOCIATION 


It is universally understood that Canada is rounding into full nation- 
hood in almost every particular. The fruits of confederation are ripen- 
ing rapidly; in fact, it will not be long before the danger of blemish will 
be upon her, if indeed it has not already appeared in some quarters. The 
last fifteen years especially have brought great advances in the industry, 
commerce, agriculture, banking, finance, and social conditions of Canada; 
on the other hand, problems of great importance are presenting them- 
selves to the Canadian public for solution. Yet this situation fraught 
with great opportunity and with great peril will no doubt be met with 
the ability of farseeing statesmen and certainly with the faith of the 
new nation that has been almost bursting herself with prosperity. 

The most recent evidence of this national development, and of the 
feeling of nationality that accompanies it, lies in the formation of the 
Canadian Political Science Association for “the encouragement of the 
investigation and study of governmental, economic, and social problems.”’ 
This association was formed during the meetings of the various associa- 
tions of like character at Boston in December, 1912, at which time an 
unusually large number of Canadians were present. Dr. Adam Shortt, 
of the Civil Service Commission, was elected president, and Professor 
O. D. Skelton, of Queen’s University, secretary-treasurer. 

It might be explained that the term political science has in Canada a 
broad meaning corresponding to that of the term social science in the 
United States and elsewhere. But, as the term social science is not yet 
respectable in Canada, a “back to Aristotle’’ interpretation of the word 
political was adopted. No doubt under the circumstances the choice of 
the name was wise. It may, then, be understood that the Political Science 
Association proposes to deal, in a spirit entirely non-partisan, with all 
matters governmental, economic, and social; at least with anything with 
a respectable name within the field outlined. 

The first annual meeting of the association, held September 4-6 at 
Ottawa, the Canadian capital, proved an unexpected success. At this 
first meeting a number of topics were discussed; at later meetings a 
smaller range of subjects will receive attention. 

The opening session was favored by addresses from the Rt. Hon. 
R. L. Borden, P.C., Dr. Adam Shortt, and Dr. Andrew McPhail, of 
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Montreal. Party politics received the attention of the evening. The 
later sessions essayed the discussion of several topics. “Commission 
Government versus Boards of Control in City Government’ was the 
theme at one session. Professor Munro, of Harvard University, declared 
in favor of a return to the English system of undivided power and 
responsibility from which the Canadian cities have wandered, following 
Toronto, which first borrowed that malefactor among institutions, 
the board of control, from the United States. 

Agricultural credit was discussed in two papers, one by Mr. C. Hill- 
Tout, of Vancouver, and the other by Mr. J. A. Stevenson, of Winnipeg. 
Mr. Hill-Tout laid emphasis on the needed restoration cf the balance 
between agriculture and industry and deplored the present tendency to 
relegate agriculture to the list of back-number pursuits. He dealt par- 
ticularly with agricultural conditions in British Columbia where the 
pursuit of agriculture is relatively neglected, despite the wonderful 
opportunities. Governmental assistance, in the form of encouragement 
to co-operation, to agricultural credit, and to agricultural education, was 
urged. Mr. Stevenson stressed the importance of agricultural credit 
systems, and indicated some possible measures as well as what is already 
planned in the province of Saskatchewan. 

A paper by Dr. James Bonar on Canada’s balance of trade declared 
that Canada’s unfavorable balance (amounting to $200,000,000) was 
still healthy. This amount Canada has been borrowing from England, 
but England has not been supplying the goods that have been purchased 
from the funds thus supplied. The United States alone sends to Canada 
an amount sufficiently in excess of Canadian exports to account for this 
sum. Dr. Bonar draws the conclusion that the American trade is 
financing the English loans. Canada uses English money with which 
to buy American goods. 

Mr. E. F. NewCombe, of Montreal, discussed “‘The Working of 
the Lloyd-George Insurance Act,’’ and Mr. B. M. Stewart described 
the housing conditions of our immigrant workers. 

The most interesting paper of the meeting in many respects was that 
by Mr. R. H. Coats, of the Labor Department at Ottawa, on “The 
Réle of the Middleman.”’ Mr. Coats has no doubt as to the economic 
function of the middleman, but this usefulness is no justification for 
the evident spread between the price paid the producer and the price 
required of the retailer. Sometimes this spread is due to the opportunity 
that the middleman has, especially in times of rising prices, to take more 
than seems necessary. More often it is due to lack of organization in the 
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marketing of produce, and, in fact, in the whole distributing system. 
Examples of good and bad marketing methods and of the effect on prices 
were given in a satisfactorily conclusive way. There is no doubt that 
Mr. Coats has presented a point of view that will receive the attention 
of a larger body of economists in the near future, especially at this time 
when economic organization and business efficiency are receiving so 
much attention. Certainly it has stimulated an interest sufficient to 
give impetus to the newly formed Canadian association. 


W. J. A. DonaLp 
McMASTER UNIVERSITY 
Toronto, CANADA 


WASHINGTON NOTES 
PROGRESS IN BANKING LEGISLATION 


Further important progress in developing a banking and currency 
measure has been made by the passage in the House of Representatives 
on September 18 of H.R. bill 7837 (63d Cong., 1st sess.). This is the 
bill originally introduced in June last in the House by Hon. Carter 
Glass, the chairman of the Banking and Currency Committee of 
that body. The bill in question, between the time of its introduction 
and its passage, went through a lengthy period of investigation and 
discussion at the hands of the Banking and Currency Committee, but 
suffered no substantial alterations, in any of its fundamental aspects 
during the time it was in progress through the committee, the subsequent 
caucus, or the House. It, therefore, contains practically the same 
features that were enumerated in a former issue of this Journal (July), 
and they need no further recapitulation. It is worth while, however, 
to make note of the report accompanying the bill which was introduced 
on September g (report No. 69, 63d Cong., rst sess.) In this docu- 
ment, the recent history of the currency and banking situation is 
surveyed, and the proposed bill is carefully analyzed with a view to 
indicating how its several provisions would operate. On one point the 
report shows a considerable amount of light and clarifies a situation that 
has been much obscured by conflicting outgivings proceeding from a 
variety of sources. This is the section of the bill (sec. 20) which deals 
with the shifting of existing bank reserves from the present correspond- 
ent banks to the new reserve banks to be established under the terms 
of the act. On this topic the following analysis of the statistics and other 
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data assembled by the Banking and Currency Committee is worthy of 
presentation: 


1. The bill provides in sec. 20 for a revision of the existing reserves of 
national banking associations. 

2. The present reserve system recognizes three classes of banks: (a) 
country banks, () reserve city banks, (c) central reserve city banks. Country 
banks are required to hold 6 per cent of their deposit liabilities in lawful money 
and may hold 9 per cent in balances with other banks. Reserve city banks are 
required to hold 12} per cent of their deposits in lawful money and may hold 
12} per cent in balances with other banks in central reserve cities. Central 
reserve city banks are required to hold 25 per cent of their deposits (including 
those of other banks with them) in lawful money in their own vaults. 

3. The bill aims to transfer these reserves away from banks other than 
those to which they belong, so that ultimately bank reserves will be held 
partly (a) in the vaults of the banks to which they belong and (6) partly in the 
reserve banks to be created under it, the reserve banks thus created taking 
the place of existing reserve city and central reserve city banks in their relation 
to others. 

4. In carrying out this plan, the bill contemplates that ultimately reserves 
shall be as follows: (a) 5 per cent of the outstanding deposits of all banks to be 
carried in the new reserve banks; (b) 5 per cent of the deposits of present 
country banks to be carried in cash in their own vaults; (c) 2 per cent of the 
deposits of present country banks to be carried either in cash in their own 
vaults or as a balance with new reserve banks; (d) 9 per cent of the deposits 
of present reserve city and central reserve city banks to be carried in cash in 
their own vaults; (e) 4 per cent of the deposits of present reserve city and 
central reserve city banks to be carried either in cash in their own vaults or as 
balances with the new reserve banks. 

5. It is of course evident that the “balances” spoken of can be obtained by 
rediscounting paper with the new reserve banks. 

6. From the foregoing it is clear that as some discretion is left to the banks 
about their reserves, the exact position of those reserves at any given time 
cannot be predicted. Maximum and minimum limits can, however, be fixed. 
This is done as follows: 

7. At the date of June 4, 1913 (comptroller’s last report), the present bank 
reserve in central reserve cities was $409,601,424, held in cash. 

At the same date the reserve which would have been required under the 
new plan as above sketched would have been g per cent of net deposits then 
subject to reserve requirements in cash and 9 per cent as a maximum in balances 
with the new reserve banks, as follows: 


MN oon 6 5055 740escsne ceeds woawenees $141,127,835 
IN 5.56 sea:50 od ede aonb eins aac ares 141,127,835 


ME dee ols anna ie eens ee ie 282,255,670 
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From this it is clear that if the balances under the new plan were established 
by taking actual money and putting it in the reserve banks the actual release 
of cash as compared with the present plan would be the difference between the 
total new reserve and the present reserve; while if the reserve balances were 
created by rediscounting, the cash released under the new plan would be the 
difference between the cash required to be held under the new plan and the 
cash now actually held. That would signify: 

pT ee ee $268,473,5890 
EO LT ET 127,345,754 


8. At the same date mentioned above the banking reserve in reserve 
cities as held by the banks was: 


EG face ica hacs nates SbdskSandantodsaaes $250,383,926 
IN oo, a os adic w etic wund ue meds boweomeene 232,799,679 
Ey eee ier cee emer rere 483,183,605 


Under the new plan these banks would have to hold in cash 9 per cent of 
their net deposits subject to reserve requirements and a like amount in balances 
(maximum), which would be for the reserve cities as a group: 


oo ty acincaloweny men eaae $175,128,701 
I onc oscccecdsccdsonecncscans 175,128,701 
DR ees ihe eit ai ene MU ends a Le 350,257,402 


Comparing these figures with the present requirements, as already given, 
it is seen that the new plan might mean either a 
Ne OE Ty ee ee $75,255,225 
Or a maximum contraction of cash................... 99,873,467 
g. At the same date mentioned above the banking reserve in country 
banks was held as follows: 


Sa ce a ae a eg ee $289,392,177 
SEY Sree Eee ey rar ee ree 310,689,129 
WES 6 cei th dss ceuasbcseeeenstausienaeaseeod 600,081,306 


Under the new plan the cash required would be 5 per cent of their net 
deposits subject to reserve requirements and 7 per cent in balances (2 per cent 
of this at the bank’s discretion). This would mean: 


IS ig. cd's o.diveWennatncnesisnas ncuwedte $180,533,642 
IIL, oboe kc ccagidcvsedccousenaecde 252,747,100 
Ce ti pane tee ceresntanaewas os nerac eke ewes 433,280,742 


On the same principles as before this would mean a maximum release or 
contraction as follows: 


I sacs cncuseensnensdaececuannenone $108,858,535 
PCR LOE LOO ER OTC TEE 143,888,565 
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10. Thus it appears that there would be a possible maximum contraction 
as follows: 


A oo. c5is nand cue nsidndae ease nmeueon $99,973,476 
EE Per ee ter eee re Seen es 143,888,565 

NE Epa donk ase bccn dia aepiohd bd aaleow eae Tee tae 243,862,041 
Deduct central reserve city release.................... 127,345,754 

INS 55. 55s 5c ca ndndnaticgmeens maces 116,514,287 

It is also evident that the result might work out as follows: 

Released by central reserve city banks................. $268,473,580 
Released by reserve city banks...................455- 75,255,225 
Released by country banks....................c0000: 108,858,535 

WE gah dig cones Oras Bote R eb aee eRe Damen 452,587,349 


11. Which of these results would probably be reached? Assume that the 
first (contraction) was the net result owing to banks fulfilling their reserve 
requirements by depositing cash in every instance. The government balances 
which are now to be poured into trade channels through the new reserve banks 
will run from $200,000,000 to $250,000,000. Bearing in mind the fact that 
the capital of the new banks has to be raised in cash, it will be seen that allowing 
for $100,000,000 of this capital the monetary situation would be left about 
the same as it is today, except that the new reserve banks would be in position 
to add their loaning power to that of the older banks. If we now assume 
that the transfer of reserves resulted in the extreme limit of expansion already 
referred to, it would be noted that the cash is released only on the assumption 
that the new reserve banks have to hold one-third in lawful money in order to 
make these discounts, and it is clear that only two-thirds of $452,587,349, or 
about $300,000,000, will be released. Of this sum a certain part would be 
needed in bringing the reserves of state banks which may become members 
of the new associations up to the level which is required of them. How much 
this would be cannot be positively asserted. 

12. If it be asserted that this process will lead to inflation the answer to 
be made is that whether it will or not is a matter in the hands of the reserve 
banks which have it in their power by fixing their rate of discount suitably to 
prevent the banks from creating with them by rediscounting reserve balances 
in excess of the required 5 per cent. If the reserve banks should do this, it 
would be found that the required 5 per cent referred to would be about 
$3 56,000,000 while the amount which the banks at their option might or might 
not obtain in this way would be about $213,000,000, the actual cash required 
to be held by them under the new plan as already sketched, being as follows: 


TT $41,127,835 
G6 aoa ai wis aca cients au siamese decateionnss 175,128,701 
SN 55. as ov cccddasecensceassmasaaaecanaes 180,533,042 


NCE i ick a Rae Da Ce Aad dle 496,790,178 
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Add to this the amount which the reserve banks can at their option make 
it worth while for the other banks to hold in cash or to deposit with them in 
cash, and we have a total of about $710,000,000. The actual cash held today 
by the banks at home and in the redemption fund is about $950,000,000. Some- 
thing like $240,000,000 would thus be released under the probable working- 
out of the system, and this would be drawn upon for the other purposes already 
referred to. 


One feature added to the bill during the time it has been under 
discussion is a section (sec. 27) permitting national banks to do a savings- 
bank business. This section provides for segregating a part of the capital, 
assets, and reserves of any national bank that may desire in a so-called 
savings department, which is then authorized to employ the funds thus 
intrusted to it in making loans upon real estate and securities and in 
investing in such securities. The section has been subjected to very 
severe criticism, especially in view of the fact that it affords no special 
protection to savings depositors in the event of failure, and in view of the 
great power it vests in the federal Reserve Board—the body intrusted 
with the general oversight and management of the new banking system— 
to regulate investments in securities by prescribing the classes of paper 
into which such savings funds may go in different parts of the country. 
Another provision of some interest is found in the section (sec. 13) 
providing for the creation of an advisory council of bankers whose duty 
it shall be to aid the federal Reserve Board by giving it advice and making 
suggestions with respect to questions affecting credit and the general 
management of the reserve banks. This section was particularly asked 
for by bankers, but since it was introduced into the bill has not proved 
to be as satisfactory to them as they had apparently expected it to be. 
Except for these two changes, the other alterations in the terms of the 
measure are almost wholly changes in language intended to clarify the 
meaning or to correct minor technical defects in the machinery provided 
by the bill for carrying out the general scheme framed by its authors. 


ADOPTION OF THE NEW TARIFF 


The adoption of the tariff bill, and the approval of it by the President 
on October 3, marks the close of what is undoubtedly one of the most 
remarkable tariff contests in American history. The details of the 
measure and the outlines of its history will be reviewed in this Journal 
more fully at a later date. At this point it is worth remarking that the 
noteworthy characteristics of the measure are two in number: (1) the 
fact that it constitutes so marked and decided a reversal of recent tariff 
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policy, and (2) the leading and controlling part played by the Executive 
in the process of engineering the bill through to a successful conclusion. 
As a result there can be little doubt that the measure is, according to its 
lights, honest—that is to say free of the “jokers” which have figured so 
extensively in tariff legislation for solongatime. The tariff bill is worthy 
of study from several standpoints. In the first place, it is not a complete 
revision of the existing law, notwithstanding that it is generally so 
regarded. The following features of present legislation have been left 
very nearly untouched: (a) The tobacco schedule; (6) the wine and 
spirits schedule; (c) the silk schedule; (d) the customs administrative 
act. Moreover, it is not true that the bill introduces drastic reductions 
everywhere. As already noted, several schedules are left untouched, 
but in addition the chemical schedule, although profoundly altered and 
rewritten, does not, in its rates of duty, fall much below the present 
chemical rates. There are other points, numerously scattered through 
the bill at which rates are as high or higher than they are today. The 
schedules in which great reductions have been made are those dealing 
with (a) iron and steel; (6) cotton textiles; (c) flax and hemp and the 
textile products thereof; (d) agricultural products; (e) wool and woolens; 
and (f) sugar. Of these the cotton and woolen and sugar schedules have 
suffered the greatest transformation and it is undoubtedly true that the 
real test of the bill will be furnished by the working of these schedules. 
If they are accepted by the business community and prove to be work- 
able and to involve no serious disruption of present relationships, the 
bill is likely to stand approved in the main. Failure on the part of 
these schedules to work well will inevitably mean an adverse judgment 
with reference to the bill as a whole. As to wool and woolens, the funda- 
mental change that has been introduced is the placing of wool absolutely 
on the free list, and the consequent elimination of the elaborate and 
notorious system of “compensatory duties’”’ whereby the woolen schedule 
was made to yield exceptional and special protection for the manu- 
facturers of particular products who had stood close to Congress in the 
past. As to cottons, the changes introduced eliminate the complex 
system of assessing duties upon a basis determined by the weave of the 
cloth with additional surtaxes for such processes as mercerizing. Besides 
cutting out these jokers, the bill greatly reduces the general rate of pro- 
tection on cottons. Yet it is admitted by manufacturers that the only 
doubt as to its being sufficiently protective is based upon the working of 
the measure as to the finer cloths, constituting probably not more than 
10 per cent at the utmost of the total production of the United States. 
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The unequivocal placing of sugar on the free list after three years is a 
step that has seemed to a good many persons to be of doubtful wisdom, 
in view of the fact that sugar is so excellent a revenue producer and one 
whose burden is felt in a comparatively slight degree by the community. 
The action, at all events, will be of epoch-making significance in that it 
will alter our relations with Cuba and subject domestic sugar producers 
to the competition of the whole world. The question of most interest in 
this connection has of course proved to be whether the domestic growers 
could or could not sustain themselves in the face of the fierce pressure 
to which they will undoubtedly be exposed from the other producers 
of sugar, with whom they have heretofore not been obliged to contest for 
the control of the domestic market. As to agricultural products, the 
judgment of the world will undoubtedly be that Congress hardly had the 
courage of its convictions, since it did not absolutely remove duties upon 
foods of all kinds. The placing of many grains, meats, and basic foods 
on the free list is, however, a substantial fulfilment of the party pledge 
given last autumn, and is calculated to afford considerable relief to con- 
sumers, either by bringing about actual reductions in prices or at least 
preventing advances that would otherwise have manifested themselves. 
The crop shortage of the past season will undoubtedly mask the effects 
of the tariff in some measure by keeping food prices at a higher level than 
they would otherwise have maintained. But the relief will be present in 
the negative way already indicated, even if it should not be positively 
in evidence. 

Politically, the outcome must be largely attributed to the courageous 
and skilful work of President Wilson. Shortly after the tariff bill 
entered the Senate, a formidable combination against it was ascertained 
to exist, ultra-protective interests feeling well assured that they could 
defeat it. President Wilson’s immediate and able exposure of the corrupt 
lobby then operating against tariff revision greatly cleared the atmos- 
phere and tended to bring the struggle over the tariff before the public 
in an unmistakable manner. This entirely changed the terms of the 
contest and rendered it possible to enlist public opinion in support of the 
changes in existing law that were definitely desired. 


REORGANIZATION OF THE CENSUS 


Hon. William J. Harris, the Director of the Census, has recently 
appointed Hon. S. N. D. North and Hon. William B. Merriam, former 
directors of the Census; Professor Walter F. Willcox, of Cornell Uni- 
versity; Mr. W. S. Rossitor, formerly chief clerk of the Census, and 
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Hon. Daniel C. Roper, First Assistant Postmaster-General, and formerly 
an official of the Census Bureau, as special agents of the Bureau to make 
studies of the present condition of statistical work, including particularly 
the unfinished work of the Thirteenth Census, and to formulate plans 
for the better organization and administration of the Bureau in connec- 
tion with future annual and other inquiries. 

It immediately became evident to these investigators that the 
problems before them in the Bureau had best be treated in two separate 
divisions; first, and most pressing, the disposition of the much delayed 
work from the Thirteenth Census; and second, the plan for the future 
conduct of the Bureau. The investigations thus far have been directed 
at the first division of the problem, namely, the overhanging work from 
the Thirteenth Census; and the following recommendations, embodying 
a part of the findings of these experts, were submitted to the Director of 
the Census about September 20. 

In pursuance of the instructions of the Director of the Census we have 
made a special study of certain branches of the statistical work in the Bureau 
and in submitting the recommendations hereinafter enumerated we have had 
regard to the following conditions of facts: 

(a) That the act authorizing the taking of the Thirteenth and subsequent 
censuses requires that the reports of that census shall be completed and 
published on or before July 1, 1912; (6) That, although three and one-half 
years have now elapsed since the enumeration, much of the Thirteenth Census 
work is still uncompleted; (c) That the regular annual reports and other work 
of the intercensal period have been greatly delayed because a large body of 
census clerks is still employed upon the delayed work of the Thirteenth Census; 
(d) That the value and usefulness of the annual and other reports required by 
law are largely dependent upon the promptness with which they are compiled 
and given to the public; and (e) that current appropriations are required for 
the purposes for which they are made. 

We, therefore, advise the Director to begin no new tabulations or analyses 
in connection with the unfinished branches of the Thirteenth Census, namely, 
Population and Mining and Quarries, and to readjust the work of those 
branches and of the delayed annual reports so as to insure their publication 
not later than December 31, 1913. 

To this end we submit the following recommendations: 

1. That the proposed second machine run of the cards for tabulating occu- 
pations be abandoned, thus expediting the time of production by about six 
months and reducing the cost of finishing that branch of the work by about 
$65,000; and that the tables yielded by the first run of cards be printed without 
derivative tables or text. These tables give the number of persons of each sex 
in each occupation, and classify them by race, nativity, and parent nativity, 
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and five age-periods, thus insuring the publication of the primary classification 
of occupational data as reported at previous censuses. 

2. That the report upon native tongue be limited to the chapter to appear 
in the forthcoming final volume on Population. 

3. That the tables relating to Mines and Quarries now in the form of 
printed bulletins, proofs, or manuscript be sent to the Public Printer at once, 
the same to constitute the final report on Mines and Quarries, and that no 
further tabulations or text be prepared in connection with that report. 

4. That tables for the benevolent institutions, and for the institutional 
population, namely, prisoners, insane and feeble-minded, and paupers, be 
prepared and published without percentage or other derivative tables and 
without analytical text. 

5. That the annual compilation of the statistics of forest products be 
abandoned. There appears to be no authority of law for an annual inquiry 
of this character, which the records show to have cost from $20,000 to $40,000 
a year. 

6. That the annual report on the financial statistics of cities for 1912 be 
completed and published by January 1, 1914, by curtailing the amount of 
detail to be included; that the schedules and report for 1913 be similarly 
curtailed; that the reports for the years 1912 and 1913 be printed without 
text, except such as is necessary for explanation and definition; and that, until 
the annual reports on the financial statistics of cities are brought up to date, 
no attempt be made to prepare a report on general municipal statistics. This 
recommendation is based on the fact that delay in the compilation and publica- 
tion of the annual municipal reports detracts seriously from their value. 

7. That the reports on mortality statistics for the years 1911 and 1912 
be published before the close of the present calendar year. To make this 
possible, the text of these reports shou.d be reduced to a minimum or omitted, 
the tables condensed, and no effort be made to publish a report on births until 
the mortality reports are published. 

8. That work upon the standardization of death rates, life tables, and 
occupational mortality be suspended until the above reports have been pub- 
lished. There is no reason why the mortality report for each year should not 
be compiled and published prior to the close of the succeeding calendar year. 

9. That in view of the emergency presented by the delay in completing 
the Thirteenth Census, the Director request the Secretary of Commerce to 
lay the matter before the President with the view of securing his instructions 
to the Public Printer to give precedence so far as practicable to the remaining 
publications of the Thirteenth Census and the long overdue annual reports. 


Having made these recommendations, the special agents will now 
severally give their attention to the various questions submitted to each 
of them by the Director of the Census, and prepare further memoranda 
for his consideration at an early date. 
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It is probable that the inquiries of these Census experts into the more 
important but less pressing problem, that of the organization and admin- 
istration of the Bureau in connection with the present and future work, 
and the statistical reports to be taken up during the remainder of the 
present decade, will be the subject of another series of recommendations 
to be made to the Director within the next thirty days. 

The group of experts which Mr. Harris has appointed to collaborate 
with him in working out present Census problems and in outlining the 
future plans of the Bureau are thoroughly conversant with Census work. 
Director Harris states that the recommendations of these special agents 
will be followed by him and that the Census reports will be given to the 
public without further unnecessary delay. He also expresses the hope 
and belief that the studies and recommendations of these former officials 
of the Bureau will result in a great improvement in the quantity and 
quality of the Census work, accelerate the production of results, and effect 
a material reduction of expenditures, while at the same time they will 
preserve all valuable and useful data collected for the Thirteenth Census. 
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The Value of Organized Speculation. By HARRISON H. BRAcE. 
Boston and New York: Houghton Mifflin Co., 1913. 8vo, 
pp. xli+290. $1.50 net. 

This book constitutes the fourteenth contribution to economic 
literature, listed among the Hart, Schaffner & Marx prize essays. After 
a brief introduction, largely historical, the essay is divided into six main 
sections or chapters, namely: ‘Features of Organized Speculation”’; 
“The Effect upon Prices”; ‘Prices (Continued): Some Failacies 
Considered”; “Indirect Effects’; ‘Moral and Social Value”; and 
“The Alternative.” The last dozen pages contain a summary of the 
author’s conclusions, together with a brief statement of present legis- 
lative tendencies. The first chapter, as the topic would indicate, is 
entirely descriptive; and while small room for originality was here 
afforded, it constitutes an excellent statement of the leading features 
of speculation as carried on at the exchanges. 

The second chapter begins with a study of fluctuations in prices. 
Organized speculation, it is found, tends to increase the minor or ‘“‘ choppy 
fluctuations,”’ “‘but as regards the large swings it has the opposite effect 
and tends to bring the limits of such fluctuations together” (p. 55). 
The selling of “paper representatives of commodities,” that is, selling 
short, is strongly defended. Economic writers are taken to task for 
failing to point cut that “commodities other than gold may have paper 
representatives, and that a promise to deliver commodities may have 
just as natural a use in business as a promise to pay money”’ (p. 59). 
It is further asserted: “There cannot be freedom in finance unless a 
business man has the right to accept the promise of another to pay 
money and to negotiate the same; and there cannot be freedom in 
commerce unless a business man is allowed to make and accept promises 
to deliver commodities and trade in them”’ (p. 60). ‘In the same sense,” 
we are told, “that the bank is the highest evolution and development 
of the monetary system, so the exchange is the highest evolution and 
development of the trade in commodities and securities” (p. 60). In 
order to have a two-sided market, it is necessary to permit a man to sell 
before he buys as readily as he buys before he sells. Not to permit 
this, it is pointed out, would be to compel all speculators to be bulls, 
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and this state of affairs is disastrous, as prices will be bolstered up until 
they fall with a crash. By the plan of short-selling this crash is largely 
avoided, or at any rate, its severity is lessened; for, “in the early stages 
of the boom, the short-seller cuts off what might have developed into 
great speculative excitement; and later, when a decline has resulted, 
he assists in stopping it by his purchases to cover”’ (p. 65). 

While speculators no doubt have it in their power, temporarily at 
least, to depress prices, their general influence is in the opposite direction, 
for the writer finds “that speculators are naturally bullish, and that 
the demand made by them for contracts is far greater than the supply 
that they bring into existence”’ (p. 93). The activity of brokers tends 
also to raise prices, since it is to their interest “that prices be moving 
upward, as advancing markets mean large trading and speculation with 
numerous commissions; and their circulars, personal solicitations, and 
advice help to increase the speculative excitement and advances in 
price”’ (p. 93). 

Among the fallacies scrutinized, the generally prevailing delusion 
that speculation, instead of advancing prices as above indicated, tends 
to depress prices of the commodities dealt in, is first considered. The 
author thinks this latter idea is probably due to the idiom of our speech, 
in that transactions upon the exchanges are always spoken of as “‘sales,”’ 
thus obscuring the fact that every transaction also involves a purchase. 

The argument of the anti-optionists, that while the public are 
usually bulls, the professionals are more likely to be bears, is partly 
conceded by the author; but he does not believe “that the seller has 
any special facilities to tire out the buyer, or that there is any such 
strength in the position of a bear in the market that he has any pre- 
ponderating influence” (p. 115). The statistical proof often resorted 
to by enemies of the exchange, based on the coincidence of the beginning 
of organized speculation with the fall in agricultural prices from 1873 
to 1897, is met by pointing out that commodities not dealt in upon the 
exchanges also fell in price, and further that since 1897 the very com- 
modities mostly dealt in by speculators have experienced the greatest 
rise. The close correspondence between the visible supply of a com- 
modity and its price upon the exchange is strikingly shown by the use 
of a number of diagrams, tending to prove that the laws of supply and 
demand are in general in full operation under the system prevailing. 
On this point the author concludes: “The more the problem is examined, 
the stronger becomes the conviction that these leaders are but a part 
of the vast mechanism, and that they can only succeed by conforming 











776 JOURNAL OF POLITICAL ECONOMY 


their operations, in the broad outlines at least, to the legitimate 
tendencies of the market”’ (p. 138). 

Among the indirect effects of organized speculation, that of a con- 
tinuous market is especially emphasized. The value of a continuous 
market is strongly brought out by comparing the movements of the 
markets for commodities and securities traded in by the exchanges, 
with price movements of real estate, which is not, and cannot be dealt 
in like wheat, for example, since it cannot be graded and handled in 
the same way. In the latter case, “when the advance has spent itself, 
we find that frequently there will be a sudden change and the property 
becomes unsalable” (p. 141). The value of organized speculation in 
providing a means of “hedging’”’ which can be used by the miller and 
others to insure themselves against losses, is well stated. Even the 
farmer, it is pointed out, can, if he so desires, use the exchanges directly 
by selling his wheat in December, say, for May delivery, at a price 
some six cents above cash or spot quotations, and in this way go into 
the warehousing business on a small scale. 

Under “ Moral and Social Value” it is pointed out that speculation 
offers a legitimate and socially beneficial activity for the natural risk- 
takers, who, in the absence of this field for the exercise of their natural 
bent and ability, would resort to outright gambling. That organized 
speculation as it exists today is not without its evil side or dangers is 
fully conceded. One of its main dangers is that it draws numberless 
individuals into its meshes who are not qualified by natural aptitude, 
training, or means to belong to the speculative or risk-taking class. 
“Organized speculation as it exists is a terribly persuasive power which 
unsettles the judgment even of intelligent persons, and, appealing to 
certain common weaknesses of human nature, leads thousands every 
year to the ruin of a gambler’s life’ (p. 186). In the matter of deceit 
and bluster which is present to a regrettable degree in practically all 
lines of business, the author finds “that the wrongdoing in organized 
markets is greater before the contract is made; but, after a contract 
is entered into, the exchange members are more scrupulous than business 
men upon the outside” (p. 198). Speculative exchanges, however, are 
going through a natural evolution and “there have already been reforms 
which are proceeding in a regular evolutionary order to right abuses”’ 
(p. 200). 

In regard to “The Alternative” the author concludes that the 
abolition of short-selling and organized speculation would result in a 
crippled or restricted market. It would lessen the chances of a small 
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or moderate-sized business, since such business could not insure its 
profits by hedging as is now done. The only ones capable of bearing these 
risks themselves would be the “large companies or trusts which adopt 
the quite different method of guarding against risks by controlling the 
processes of production and the making of prices” (p. 250). The 
individual with risk-taking propensities, as previously intimated, would 
resort to outright gambling, “whereas, by speculating upon the 
exchanges, even considering them at their worst, he would be helping 
to bear the necessary risks of fluctuating values” (p. 251). Unorganized 
speculation is more demoralizing than organized. Lastly, any attempt 
to abolish speculation or to remove its essential features is sure to result 
in failure through evasion. Hence we must retain the essential features 
of exchanges, but “eliminate, so far as possible, the uncommercial 
practices which have such unwelcome prominence in large commercial ex- 
changes. Institutions which have only the outward forms of exchanges 
should be dissolved or made into true exchanges, . . . . amateurism, 
the greatest cause of the evils of organized speculation, should be elimi- 
nated, even at the expense of much effort on the part of legislatures and 
the exchanges themselves” (p. 251). “The best method to pursue in 
discouraging the illegitimate use of organized speculation is to encourage 
its legitimate use” (p. 250). 

In view of what was said at the beginning of this review, it is perhaps 
needless here to add that the book is well written, and is worthy of 
consideration as a scholarly study of organized speculation. In its 
reference to foreign exchanges it is a little disappointing. The informa- 
tion given in regard to them is extremely meager, and hence the lessons 
drawn from them are not very illuminating. While a judicious attitude 
toward the subject has on the whole been maintained, it is hard not to 
feel that in certain portions of the book the author has been led by his 
interest in the institution under consideration and his appreciation of 
its value, to minimize its shortcomings. Yet in other places the evils 
are frankly admitted and discussed. 

The explanations in general and the parallels drawn between features 
of the exchanges and other lines of business activity are strikingly 
original and enlightening, and must appeal not only to those versed in 
economic literature and problems of the market but to all intelligent 
readers. The broad application of the hedging principle is set forth 
with special force and clearness. 

V. N. VALGREN 

UNIVERSITY OF KANSAS 
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Psychology and Industrial Efficiency. By Hugo Miinsterberg. 
Boston and New York: Houghton Mifflin Co., 1913. 8vo, 
pp. 321. $1.50 net. 

This book is only one of many, appearing in the last few years, 
which reveal a movement toward a conscious adoption of definite 
psychological methods and principles in the practical affairs of life. 
Professor Miinsterberg has constituted himself the knight errant of 
this movement, and having shown how the problems of the teacher, 
lawyer, and physician may be solved, he has now turned his attention 
to those of the business world. 

In the introduction there is an attempt to outline a new science 
for which the name psychotechnics is coined. One might here raise 
the question whether the application of old methods to new fields or 
even the devising of new methods constitutes a science. 

The author approaches the subject from the standpoint of the 
employer of labor. The employee is scarcely more than an industrial 
machine to be measured and speeded up. In his chapter on vocational 
guidance and fitness he does, indeed, adopt the other viewpoint, but 
even here men are the shifting pawns of a social system. He saves 
himself from criticism by taking the position that the psychologist is 
responsible for the means only of the investigation not for the ends. 
““Economic psychotechnics may serve certain ends of commerce and 
industry, but whether these ends are the best ones is not a care with 
which the psychologist has to be burdened.” 

He conceives the economic problems of business to be concerned, 
first, with the choice of the best possible man; second, with the effort 
to secure the best possible work from this man; third, with the exploita- 
tion and distribution of the product. All this sounds very like the 
propaganda of scientific management. After discussing vocational 
fitness, etc., Professor Miinsterberg shows how the methods of experi- 
mental psychology may and should be applied to the choice of the man. 
Two methods are outlined which may be used in industrial investigations. 
In the first, the activity may be reproduced in the laboratory upon a 
reduced, measurable scale and the men tested here. It is not advisable 
he thinks, for reasons which he gives, to reproduce the actual mechanism; 
but something should be contrived which would arouse the usual, 
characteristic mental attitude. The second method would analyze 
the mental process involved in the industry into its component parts, 
memory, imagination etc., and test these separately in individual 
workmen. 
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As an illustration of the first method an ingenious experiment for 
testing the motor-men on electric cars is described. A track was made 
on paper. The entire space in the track and at the sides was divided 
into squares. One row of squares filled the track and four rows 
paralleled it on either side. The spaces in the track were lettered from 
A to Z, those on the sides were filled in an irregular way with the first 
three integers; 1 represented a pedestrian who moved one step—one 
square; 2, a horse moving twice as fast, that is, two squares; 3, an 
automobile which moved three times as fast—three squares. The 
black figures were supposed to move parallel with the track, the red 
across the track. This diagram was then arranged to run over cylinders 
so as to be exposed in a serial fashion by the man to be tested. He 
then called the letters of those units in the track at which the red figures 
on the side would land if they took the steps indicated by the digits. 
The man was graded on the number of omissions, the number of incorrect 
calls, and the total time taken. 

Professor Miinsterberg says: “The test of the method lies in the 
fact that they really pass through the experiment with the feeling that 
they have on their cars. The necessity of looking out in both directions, 
right and left, for possible obstacles, of distinguishing those which move 
toward the track from the many which move along the track, the quick 
discrimination among the various rates of rapidity, the steady forward 
movement of the observation point, the constant temptation to give 
attention to those which are still too far away or to those which are so 
near that they will cross the track before the approach of the car, in 
short the whole complex situation with its demands on attention, 
imagination, and quick adjustment soon brings them into an attitude 
which they themselves feel as identical with that in practical life. On 
the other hand, the results show a far-reaching correspondence between 
efficiency in the experiment_and efficiency in the actual service.” 

Another illustration of this method follows. A ship company asked 
whether it would not be possible to find psychological methods for the 
elimination of such officers as would not be able to face an unexpected, 
suddenly occurring complication. The card-sorting test which was 
devised to determine this ability seems far less adequate than the one 
described for the case above. While it demands instant decision without 
time for reflection, the element of danger, the emotional situation which 
is the cause of the moter paralysis and overthrow of reason, is lacking. 

In the experiments in the interests of the telephone company the 
second method was used, that is, attention, memory, general intelligence, 
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exactitude, and rapidity of reaction were tested, and the efficiency 
estimated from the combined results. The tests used were simple ones 
of laboratory and classroom. 

Part Two, the section treating of the best possible work is, in brief, 
a review of work done in psychological laboratories on learning, together 
with some of the results attained in factories under scientific manage- 
ment. The conclusions drawn from the study of monotony seem rather 
unconvincing as given. Part Three treats mainly advertising, display, 
buying and selling. Experimentation concerning such industrial agencies 
is described briefly. 

The book is a clear review of the attempt to apply mental tests in 
the industrial field. It is written for the reader who is interested but 
not trained in experimental methods. 

Professor Miinsterberg reiterates his conviction as to the psycho- 
logical value of the tests which he illustrates. Yet, after reading the 
book, one is left, somehow, with the impression that psychology has 
little to offer here which common sense would not suggest. This impres- 
sion may be partly due to the fact that the author has not discussed 
underlying principles but has devoted himself to the practical side of 
the tests. It may also arise from the fact that he has chosen simple 
tests, easily understood and easily applied. The untrained reader 
cannot know the psychological significance of such tests. Nor can he 
distinguish those that have been elaborated under the strictest experi- 
mental control and tried out in many laboratories from those which have 
not this scientific value. 

Psychology can offer no cure-all for economic ills. On the other 
hand, no one interested in economic questions can ignore the truth 
that the final explanation of human behavior is psychological. In the 
very nature of things, man can never become a mere machine and 
therefore can never be measured and weighed and tested to the degree 
that a machine can. Professor Miinsterberg, least of all, would be so 
understood. The point which perhaps he does not emphasize sufficiently 
is this: It is just these differences between men and machines which 
constitute the crux and core of social and economic problems and it 
is at this point possibly that psychology could help most effectually. 

The book does not touch at all the big questions of economics, nor 
attempt to psychologize them. What it does discuss is administrative 
details. Along such lines are many suggestive methods and expedients. 

STELLA B. VINCENT 

UNIVERSITY OF CHICAGO 
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Auditing Theory and Practice. By ROBERT H. MONTGOMERY. New 
York: The Ronald Press Co., 1912. Pp. xxix+673. $5.00. 

The primacy among treatises on auditing, which until the present has 
been held by Dicksee’s work, now passes to Montgomery’s Auditing 
Theory and Practice. Mr. Montgomery has previously rendered a valu- 
able service as editor of the American edition of Dicksee. The present 
volume is, however, no mere revision or rearrangement of another’s 
work, but an independent treatise, scholarly, comprehensive, masterly. 
It is a happy blend of well-sustained theoretical writing and practical 
suggestions based on the author’s professional experience. Particularly 
noticeable are the chapters dealing with the detailed audit, and those 
treating of investigations, such as are required in connection with a sale 
or reorganization. 

Throughout the work the author takes an advanced position on the 
question of professional ethics. This is not merely in the short section 
professing to deal formally with that much-discussed topic, but more 
valuably in the passages scattered through the book, where in discussing 
matters of theoretical interest he always stands clearly for professional 
honor and personal integrity. 

Without taking space for detailed review of the text, reference may be 
made to the author’s proposed form of balance sheet, in which he is to 
be commended for breaking with tradition in the interest of accounting 
clarity. A shade of inconsistency is, however, to be found in his insist- 
ence that provision for bad debts should never be placed among the 
liabilities or on the liability side of the balance sheet, while he sanctions 
the placing of a reserve for depreciation among the liabilities. Con- 
sistency and clearness of presentation are best secured by rigidly demand- 
ing that all items, whose meaning is only that some asset account is 
overstated, should, in the balance sheet, appear as a subtraction from 
the particular asset, rather than among the liabilities. And the author 
is not quite correct in the unqualified statement that in English law a 
dividend cannot be paid unless the capital is unimpaired. 


Henry RAND HATFIELD 
UNIVERSITY OF CALIFORNIA 





Economics as the Basis of Living Ethics. By Joun G. Murpocu. Troy, 
N.Y.: Allen Book and Printing Co., 1913. 8vo, pp. xi+373-+Vvi. 
$2.00 net. 

In this book the author has attempted a criticism of present-day economic 
thought from the ethical point of view. Positing the economic interpretation 
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of history in its broader sense, he proceeds to an arraignment of “‘ middle-class”’ 
economics, particularly the institutions of private property and capitalistic 
interest. 

The author’s attack upon interest is directed at both the productivity 
theory of Clark, and the time-preference or “impatience” theory of Béhm- 
Bawerk and Fisher. Clark’s theory, he asserts, follows the mistaken assump- 
tion of most economic thought, that existing societal conditions are “natural.” 
Clark does not prove that capital is specifically productive or that interest 
is not institutional robbery. He mistakes the transitory for the permanent 
and his economic solution is obtained through ethical confusions. The criti- 
cism of the impatience theory is that it is static and subjective, that its natural 
necessities are misconstrued and its ethical status a false conception. Indi- 
vidual time-preferences vary infinitely and are objectively influenced by social 
conditions to such great degree that an excuse for interest cannot be evolved 
therefrom. Free competition, the cornerstone of the final utility theory, does 
not exist. 

There are occasional weaknesses in the author’s reasoning. He confuses 
capital and the capitalist, using the terms interchangeably and assigning the 
shortcomings of the person to the institution. He does not satisfactorily prove 
his thesis that interest is exploitation. His “creative contribution” test carries 
us no farther than Wieser’s “ productive contribution”’ nor is it so scientifically 
developed. His attempt to substitute creation for imputation to determine 
the return to capital is a failure, for the creative quest has already passed the 
point of diminishing returns. Although having many of the earmarks of a 
propaganda of socialistic thought, the book is remarkably sane, and is valuable 
as an endeavor to promote wider application of ethical principles to economic 
thought. 


Social and Economic Survey of a Rural Township in Southern Minne- 
sota. By Cart W. THompson and G. P. WaRBER. Minneapolis: 
University of Minnesota, 1913. 8vo, pp. v+75. 

This is a highly intensive study of a rural township. The data have mostly 
been gathered first hand from 136 families in a territory of 36 square miles. 
The facts gathered corroborate a number of prevalent beliefs. Thus, there 
has been an increase in the number of rented farms, amounting to 35 per cent in 
1912, and also an increase in the number of absentee landowners, about 25 
per cent of whom have never seen the’ farms they own. There is a decrease 
of interest in religious and political matters; a tendency toward exclusive- 
ness among farmers and to class-distinction between country and town people, 
and an apathy toward country life in general, the young men going to the city 
‘for something better’? and young women not liking “to stay on the farm if 
they can help it.” 

Some of the salient facts of improved agriculture are shown by partial 
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success in co-operation; better adjustment of the type of farming by change 
from wheat raising to diversified crop and live-stock raising, with a better dis- 
tribution of labor and a more regular income; and the adoption of community 
breeding among at least half the farmers. But the problem of agricultural 
labor is as great as ever. 

No attempt has been made in this treatise to show the distribution of 
agricultural income, upon the proper adjustment of which the prosperity of 
the rural community hinges. 


The Church and the Labor Conflict. By Partey Paut WomEerR. New 
York: Macmillan, 1913. 12mo, pp. x+302. $1.50 net. 

The announced purpose of this book is to supply, to some extent, con- 
creteness to the current discussion of the social mission of the church. A 
preliminary statement of the class character of the labor conflict and a brief 
tracing of the rise of the proletariat class through the different stages of slavery 
and serfdom to the present wage-system, are followed by a discussion of what 
should be the attitude of the church toward some of the more definite social 
problems, such as woman and child labor, open or closed shop, the use of 
violence, justice for the wage-earners, etc. The growth and development of 
the co-operative movement is noticed and the work of the labor courts, espe- 
cially those of Australia and New Zealand, is discussed. While the author 
has no panacea which he thinks the church should offer as a solution to our 
labor problems, he nevertheless states that it is the duty of the church to meet 
the issues involved in our present social problems face to face, without shirking; 
and in some way endeavor to bring about the fatherhood of God and the 
brotherhood of man. 

The book does not pretend to be a full discussion of the labor conflict. 
It merely takes up the main points. The questions are discussed in a clear 
and simple style which makes the book suitable for the general reader. A 
selected bibliography comprising some of the best-known authors on the 
social questions of the day offers aid to anyone wishing to continue the study 
farther. 


State Laws Limiting Marriage Selection: Examined in the Light of Eu- 
genics. By CHARLES B. DAVENPORT. (Eugenics Record Office, Bul- 
letin No.9.) Cold Spring Harbor, L.I., 1913. 8vo, pp.66. $0.40. 

Dr. Davenport has divided state laws restricting marriage into three 
groups: “(1) laws limiting the physical and mental conditions of the consorts; 

(2) laws limiting consanguinity; and (3) laws concerning miscegenation.” 

He tests the eugenic validity of each of these classes of legislation by appeal 

to general principles of heredity and by the citation of actual family records 

which give an effect of reality to the argument though they could hardly of 
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themselves support it. Briefly, the study shows that our legislation in this 
field has been much too hasty and sweeping. To permit more intelligent 
and discretionary action by the state, Dr. Davenport advocates the creation of 
state eugenics boards, assisted by official physicians and field workers. Apart 
from the interest of this suggestion, the pamphlet is to be commended for its 
compact and convenient statement of the present status of legislation in this 
country with reference to marriage selection. 


The Philippine Problem. By FREDERICK CHAMBERLIN. Boston: 

Little, Brown & Co., 1913. 12mo, pp. xiv-+240. $1.50. 

Inasmuch as there has been and still is a difference of opinion as to the 
attitude which the United States government should take with regard to her 
possessions in the far East, this book should have many readers. It is well 
written, concise, but interesting, and well suited to the reader who wishes to 
get a general idea of the social and political conditions as they prevail in the 
Philippines today. The first chapter is devoted to the geography and history 
of the Islands before our occupancy. Subsequent chapters discuss the work 
done by the government of the United States and the work that still remains to 
be done. The author, who has spent some time in the Philippine Islands, is 
informed at first hand of affairs there, and is well able to give a statement of 
conditions that prevail. Unfortunately the military attitude is too strongly 
evidenced in the last chapter to suit the general reader, and is likely to weaken 
the influence of the book. 


Race-Improvement or Eugenics. A Little Book on a Great Subject. 
By La Reine HELEN Baker. New York: Dodd, Mead & Co., 
1912. 16mo, pp. 137. $1.00. 

The subtitle of this effusion is grimly true, except that the book is more 
off than on the subject. The author is one more of those who attempt to make 
eugenics stand sponsor for shallow personal views on any problem connected 
with the unbalancing subject of sex. The would-be reader may well be rec- 
ommended not to waste time here when so many better books are available. 








